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Future of Small Business’ 


IEWED from operating results alone, a highly 

favorable picture appears for small and medium- 
sized businesses. Other factors, however, show these 
businesses in less favorable light. 

The operating figures are impressive. Income of 
unincorporated enterprises—which is predominantly 
small scale in character—has about tripled since be- 
fore the war. In 1946, the net income of such enter- 
prises, before direct taxes, was $36 billion as compared 
with about $11.5 billion before the war. (This year 
the total should be nearly $40 billion.) Included in 
this figure is about $15 billion representing the net 
income (after all production expenses) of farm opera- 
tors. The corresponding figure for 1939 is $4.5 billion. 

Excluding agriculture, the income of unincorpo- 
rated business enterprises is placed at $21 billion, or 
fully $14 billion more than in 1939. (It should be 
10% more this year.) This unincorporated sector 
contains the largest proportion of the small and 
medium-sized businesses in our private economy. Of 
the $21 billion of income of unincorporated nonfarm 
enterprises, about half was concentrated in wholesale 
and retail trade. Noncorporate retailers earned about 
three and one-half times as much, before taxes, in 
1946 as in 1939. The average proprietor of a non- 
corporate retail enterprise earned $4,400 last year. 
before taxes, as compared with $1,230 in 1939 and 
$1,240 in 1929. Figures would be substantially larger 
on an establishment basis, since there must be two 
or more proprietors in a partnership. 

Thus the distributive trades account for about half 
of the $21 billion income of nonfarm independent 
enterprises last year. About a fourth, or $5.25 billion, 
went to service enterprises, including the professions. 
Medical, legal and engineering services appear as 
entrepreneurial income in the national reckoning so 
long as these professionals do not operate under a 


1Adaptation of address by Martin R. Gainsbrugh, chief economist 
of Tae ConFrerEeNcE Boarp, before the annual convention of the 
Commercial Finance Industry at the Waldorf-Astoria Hotel in 
New York City on October 20, 1947. 


305 


corporate form. Together, trade and the service enter- 
prises account for nearly $16.5 billion of all noncor- 
porate nonfarm income. 

The remaining $4.5 billion was earned primarily 
by noncorporate manufacturers (about $2 billion), 
noncorporate construction ($1.4 billion), and by fi- 
nance, transportation, and other miscellaneous groups. 
The average size of income of major noncorporate 
enterprises is shown in Table 1 for 1929, 1939 and 
1946. Net income for the average independent manu- 
facturing enterprise reached $11,600, before taxes, in 
1946 as compared with $3,850 in 1929 and $3,050 in 
1939. The average proprietor of a noncorporate ap- 
parel factory earned $18,000 last year, or $13,000 
more than before the war. 


A DARKER’SIDE 

Not only have the incomes of noncorporate non- 
farm enterprisers—basically small-scale enterprise— 
been sharply expanded, but the number of such enter- 
prises has not decreased, despite the political alarms 
about the disappearance of small business. Excluding 
agriculture and professions, there were about four 
million noncorporate proprietors last year, a few more 
than before the war. Thus, the income per active 
proprietor of these small enterprises has risen just 
about as rapidly as the increase in the total income 
of noncorporate business. 

Thus far, the picture is as glowing in color as the 
high level of activity in the sector of large-scale busi- 
ness. Indeed, the rise in the income of independent 
enterprisers has exceeded the corresponding increase 
in our national income. In 1946, farm operators re- 
ceived 8.5% of our national income as compared 
with 6% to 6.5% in 1929 and 1939. Nonfarm entre- 
preneurs received fully 11% of our national income 
in 1946 as compared with 9.5% in 1929 and 1939. 

As the war neared its close, it was popular for poli- 
ticians and others interested in special legislation 
favoring small business to predict mass liquidation of 
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small enterprises when they ceased to benefit from 
the subcontracts upon which so many of them had 
been engaged. There was comparatively little recog- 
nition of the degree to which in normal times big busi- 
ness is vitally dependent upon small business for 
supplies and integral parts. Our giant automotive 
industry relies upon more than a thousand parts 
companies and two hundred tool and die concerns 
scattered in more than thirty states. These primary 
suppliers, in turn, rely upon hundreds of other firms. 
As stated in Automobile Facts for September, 1947: 


“In some instances automotive supply lines trace 
back to the three- or four-man ‘alley shop,’ where a few 
dozen men perform a single polishing job or grinding 
operation on one of the 15,000 odd parts that make up 
a modern motor car. 

“More than half a million business concerns—or one 
sixth of all business establishments in America—are built 
on the manufacture, sales and service and use of motor 
vehicles. These firms employ 8,200,000 persons, or one 
in every seven workers in the nation.” 


The development of orderly termination proceed- 
ings, advance planning in big industry so that small 
industry could be building up a vital inventory of 
parts and accessories, and resourcefulness on the part 
of both large and small enterprises underlay this rela- 
tively easy conversion. The protection of working 
capital and liquidity throughout the war against wage 
raids provided ready funds for expansion and read- 
justment. These funds made it possible to avoid the 
“sudden death” of thousands of small-scale enter- 
prises that was earlier envisioned. 

Just as for the noncorporate sector of our economy, 
the same encouraging note of expanding income and 
profits can be struck for medium-sized and small 
corporations. The Federal Reserve in its most recent 
survey concluded that the greatest relative increase 
in profit margins on sales from 1940 to 1946 occurred 
among small concerns. “Although the profit margin 
of small concerns is still below that of profitable large 
concerns, the gap has been greatly reduced during the 
war and early postwar years.” Profits on sales of 
small retailers rose from 3% in 1940 to 7% in 1946; 
for producers of nondurable goods from 2% to 8%; 
for durable goods manufacturers from 5% to 7%.1 

These thriving small and medium-sized enterprises 
are thus operating at substantially higher sales vol- 
ume than before the war, with a greatly expanded net 
income or profit—at least before taxes—than before 
the war. There is little indication here of encroach- 
ment of big business upon small and medium-sized 
enterprises, 

It is no longer fashionable to give great weight or 
credence to balance sheet analysis. In fact, our last 
official estimate of the country’s wealth is almost a 


1Albert R. Koch and Charles H. Schmidt, ‘Financial Position of 
Manufacturing and Trade in Relation to Size and Profit,” Federal 
Reserve Bulletin, September, 1947, p. 1094. 


quarter century old. But we have developed our 
national income estimates to such a wealth of detail 
that we now know how much is paid to justices of 
the peace for marriage fees, or for fees to juries or 
directors. We attempt to estimate the purchases of 
hunting dogs, the purchase of stamps and coins, the 
services of midwives. Much of our economic theory 
of the last decade or more is built upon relationships 
developed from an analysis of our nation’s operating 
statement. 

As individuals, we glory in the backlog of savings 
each of us holds through his purchase of war bonds 
and related securities. While we recognize them as 
savings, we pay little attention to the inescapable 
truth that these are also part of our liabilities, 
whether they appear in detached form in the financial 
statement of the Treasury or whether we enter them 
into our own personal accounts. So long as income 
rises we need not concern ourselves with exhaustion 
of natural resources, undermaintenance of our physi- 
cal plant and equipment, or other significant changes 
in the structure of our assets which may indicate that 
today’s high income comes in good part at the expense 
of our ability to produce income for tomorrow. 

Against this background, how are small and me- 
dium-sized businesses faring? R. H. Montgomery has 
rightly warned against the tendency “to belittle the 
balance sheet as a source of information. . . . The 
earnings of an enterprise as reflected in the income 
statement are of great interest; but the balance sheet 
also has information which in some circumstances at 
least is of equal importance.” 


STATISTICS LACKING 


Examining small business from this angle, we find 
about as little material with which to work as in the 
field of national wealth estimates or national balance 
sheets. The Federal Reserve found it difficult even 
with the assistance of Robert Morris Associates to 
develop balance sheet data for unincorporated or 
small concerns and warns that its conclusions apply 
primarily to profitable medium-sized and large cor- 
porations. 

From data compiled by the SEC it is possible to 
trace the changes in current assets, current liabilities 
and net working capital of our entire corporate entity. 
The commission warns in a mild understatement that 
“registered corporations are generally the larger cor- 
porations in the country with the result that small 
companies are not as well represented.” Despite this 
reservation, the data are blown up so as to cover the 
totality of corporations.? ; 


1. H. Montgomery, “Auditing Theory and Practice,” The Ronald 
Press Company, 1940 edition, p. 59. 

*The most recent study by the Federal Trade Commission and the 
Securities and Exchange Commission, entitled “Quarterly Industrial 
Financial Report Series for all United States Manufacturing Cor- 
porations,” relating to the first quarter of 1947, was not received in 
time for consideration in this article. 
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These figures were frequently cited by labor and 
other groups during the war and afterwards to dem- 
onstrate (1) the extreme liquidity of corporate 
resources and (2) the ability of corporations to 
absorb wage increases out of these accumulations. 
According to the SEC estimates, the net working 
capital of all corporations at the close of the first 
quarter of 1947 had reached $59 billion as compared 
with slightly less than $25 billion in 1939. All but 
$6.2 billion of this increase had been accumulated by 
the war’s end, so that net working capital has been 
increased by only about 12% since prices started to 
spiral upward. 


POSTWAR READJUSTMENTS 


Changes in the structure of current assets and cur- 
rent liabilities for the complete corporate entity since 
V-J day mirror at least in part similar readjustments 
which have likewise been taking place in small and 
medium-sized corporations. The rise in inventories 
alone represents 60% of the increase in net working 
capital. From 1939 to 1947 nearly $20 billion was 
required for this purpose. Meanwhile, net working 
capital advanced $34.5 billion. From the war’s end, 
the rise in inventories actually exceeded the rise in 
working capital by nearly $6.5 billion. This reflects 
primarily more dollars tied up in higher-priced units 
rather than an increased physical volume of inven- 
tories. To bring inventories up to the same ratio to 
sales as in 1939 would require, according to an esti- 
mate by Sumner Slichter, a further increase in them 
of over $10 billion. 

Meanwhile, cash on hand and in banks, and United 
States Government securities have declined fully $8 
billion since the war’s end. Receivables rose by almost 
a like amount. All these changes had already occurred 
before the bulge in prices which began late this sum- 
mer and which has continued since. 

Thus warning signals of diminishing liquidity have 
begun to appear, even in the SEC data for the global 
corporate entity. These signals apply even more 


directly to small-scale business. The ratio of current 
assets to liabilities typically goes down with the size 
of the company. Small firms are therefore especially 
vulnerable to price movements on the score of work- 
ing capital, since inventory forms such a large part of 
their current assets (about 50%) . 

Table 3 reflects the experience of a group of small 
and medium-sized corporations during the catastro- 
phic price drop following World War I. The current 
ratio of these firms dropped to less than 1.5% in 
1921 from more than 2.5% in 1920. A small recovery 
was made in 1921 to 1.6. In 1921, while current lia- 
bilities remained approximately the same, current 
assets dropped $2.5 million. 

About two thirds of this decline was the result of a 
decline in receivables. Not until 1922 was the full 
force of the price decline felt. In that year, inventor- 
ies dropped $1 billion, while both cash and receivables 
rose. The sharp drop in sales turned the substantial 
profits of 1920 into a $1.3 billion deficit in 1921. This 
sharp drop also accounted for the relatively small 
drop in inventories, despite write-downs. 

The drop in receivables did not bring in cash, for 
the cash account declined $500 million. Part of this 
decline was accounted for by defaults on the part of 
debtors. Part of the liquidation of receivables was 
necessitated by the need to meet the excess of cost 
over selling price. When sales recovered in 1922, re- 
ceivables increased as well, but the drop in inventories 
still kept these companies in a precarious position. 

The lull in industrial production which character- 
ized the second quarter and some of the third quarter 
of 1947 was ascribed by some to planned limitation 
of output in order to maintain high prices. What it 
may have actually reflected in textiles and other fields 
was the hazardous decision which producers face 
increasingly in undertaking a new cycle of production 
as the permanency of the price structure becomes 
more and more questionable. Profits on past output 
were highly satisfactory, but high replacement cost 
for materials and the extremely high labor content 


TABLE 1: TOTAL INCOME AND INCOME PER ACTIVE PROPRIETOR OF UNINCORPORATED ENTERPRISE, 
1929, 1939, 1946 


Department of Commerce 


Classification 
(Billions) 


MTT et sR. Sy RG AYa Gals als oo ds $36.3 
moricwitinre. LOrestry, fisheries 2.2.2. -6 seve sete csney ees 15.3 
ot. 4h ade Aes Seles ees Sse am ne 
PRO R PAC TEADUATTUCUON: il .s .. Fan he «vated eels Weele sleldies 1.4 
MaRS Boece a Sic 9 ais a4 Ah a'sig Wr eaderep sis "ee Fiiacts 1.9 
vcr Th: iG) Leelee eR Atle aaa cae a oa et icles 
(Eat te 9 i SRA ara i 8.9 
Finance, insurance and real estate.................... 8 
ROR cca = ch ais a air a tah «nian Sed aha 4 
Communication and public utilities................... .0 
Oe onl cae In Bene oo, oan ae ie ee 5.6 


1946 


Total Income 


rs) 


1939 1929 

Income per Ac- | Total Income | Income per Ac- | Total Income | Income per Ac- 

tive Proprietor! (Billions) tive Proprietor! (Billions) tive Proprietor! 
$3,585 $11.4 $1,131 $13.8 $1,327 
3,046 4.6 857 5.7 998 
3,951 ssi | 1,553 Al 2,250 
1,997 6 951 1.0 1,226 
11,622 4 3,048 6 3,850 
10,164 4 2,836 4 3,515 
4,396 2.5 1,232 2.3 1,242 
2,526 4 1,410 8 8,214 
2,178 2 844 ! 863 
6,000 01 2,000 01 2,667 
3,790 2.4 1,715 3.0 2,189 


1Excludes unpaid family workers but includes “own-account” workers; income before taxes and inventory valuation adjustment. 
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Table 2: Working Capital Position of Seventy- 
three Medium and Small Manufacturing Corpora- 
tions, 1920-1922 
Source: National Bureau of Economic Research 
Money Figures in Thousands of Dollars 


Dollar Change 
Item 1920 1922 


1920-1921/1921-1922 


Cashe ni nireae aan 1,728 | 1,206 | 1,460 —522 254 
Receivables....:.:....... 6,230 | 4,579 | 5,801 |-1,651 | 1,222 
Drventoryinee nce wees 9,190 | 8,847 | 7,750 -343 | -1,097 


Total current assets. ...| 17,148 | 14,632 |15,011 |-2,516 379 
Notes and accounts pay- 


BUCS code Pie ates 5,534 | 4,046 582 | -1,488 
Other current liabilities. . 846 737 | -501 -109 
Total current liabilities. 6.380 | 4,783 81 | -1,597 


Working capital. . 8,252 | 10,228 
Inventory as a per cent of 


current assets........ 51.6 
Current ratio........... 1.6 
Sales’ hoe ee eee 33,497 
Net imeomeé?s:. 20.55. -5- 385 


characterizing these industries heightened risk to an 
extremely high degree in this last period of great price 
uncertainty. 


FACTORS AT WORK 


Here are some of the economic events of 1946-1947 
which are rapidly altering the liquidity of small-scale 
enterprise: 


1. Spiraling prices of raw materials and semimanufac- 
tured components; 2. The rise in both the physical quan- 
tities and dollar values of inventories; 3. The rise in sales 
volume which infringes upon the adequacy of working 
capital; 4. Higher replacement costs for capital equip- 
ment, particularly for those civilian sectors of production 
in which accelerated use during the war, coupled with 
limitation of output of new machinery, has left plant in 
a deteriorated state; 5. Higher wage rates which have not 
been offset by increased output per man hour so that 
labor costs per unit in many instances are double the 
prewar figure; 6. Shorter periods of business operations 
under a five-day week, which means that production and 
deliveries are more sharply restricted than before the 
war so that investment per hour worked must increase; 
7. Greater payments for work not done, including such 
items as longer and more liberal vacations; pensions, sick 
leave and other welfare payments made increasingly by 
small-scale employers; 8. Higher break-even points, which 
are of greatest significance in the event of any downturn, 
even though mild in character. Retail trade is replete 
today with illustrations of shrinking profit margins; ex- 
penses continue to rise while sales taper off, or, in some 
lines actually decline. The higher expense rates are diffi- 
cult to cut without an unfavorable sales reaction as com- 
petition for the consumer dollar intensifies. 


The impact of these economic factors can be illus- 
trated through a specific example. One small cotton 
mill whose accounts have been carefully analyzed has 
tripled its sales since 1939 and moved out of the red 
solidly into the black. Its sales and profit records are 


in keeping with the operating results for small busi- 
ness earlier described. 

There is no need to emphasize the drastic change 
in the price of raw cotton. In the cotton textile in- 
dustry, materials account for nearly 50% of the total 
sales dollar. The industry’s cost of materials is, at a 
modest figure, at least 250% higher than before the 
war. With the sales of this small cotton mill at 
approximately $10 million, its outlay for raw mate- 
rials is approximately $5 million as compared with 
$1.5 million before the war. 


Inventories Are the Crux 


As to inventories, this company’s stocks even under 
lifo,! are today carried on its books at nearly $3 mil- 
lion as compared with $400,000 before the war, a net 
increase in inventories of $2.6 million. This exceeds 
by almost 50% the total accumulated surplus of the 
enterprise. Prior to the war, this company had vir- 
tually no surplus. Despite its high rate of accumula- 
tion thereafter, a 50% write-down of inventories 
would be almost sufficient in itself to exhaust its 
entire reserve. 

This company’s inventory turnover has slowed 
down drastically since before the war. This may not 
be typical, at least for those small companies which 
have secured loans and are hence included in some 
of the published samples. Prior to the war, this com- 
pany turned over its inventories about eight times. 
Today, its rate of turnover is roughly 3.5. This rise 
in value also reflects a substantial increase in physical 
volume of inventories which, in turn, necessitates fur- 
ther costs as well as investment in handling, storage 
and related services. 

To handle its present tripled sales volume of $10 
million, this company has resorted increasingly to 
open-book account. Its accounts payable today are 
six times as large as before the war, or nearly a mil- 
lion dollars more. It has not yet had any marked 
expansion in its receivables but this may still be 
another price it may have to pay for its expanded 
volume. Through demanding quick payment from 
their customers they have, thus far, managed to keep 
credits due them to a minimum while they were 
sharply expanding their short-term liabilities. 


Hidden Forces at Work 


In this company as in many other small units, the 
true impact of overlooked replacement costs has yet 
to emerge. Following a conservative depreciation pol- 
icy, its property account has been decreased by 
$400,000, or 40%, since 1939. It has, moreover, set up 
a small postwar reserve. For nearly a decade, it has 
made no major entrance into the capital equipment 
market, either to restore the competitive efficiency of 
its old, undermaintained plant or more importantly 
to press forward to better efficiency through the in- 

1Last-in, first-out method of inventory valuation. 
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stallation of new equipment. In this particular 
instance, new capital equipment, if obtainable, would 
cost at least twice, if not more, the book value of 
property as it is now entered. When it finally breaks 
through the veil of accounting records, this disguised 
cumulative cost will critically weaken its working 
capital position. Assuming that it finances the re- 
placement of only half its property account through 
internal resources, its current assets would fall about 
a million dollars, or approximately 25%. Such an 
item alone is more than three times the company’s 
current profit, even at today’s high profit rate. 

As for labor costs and related items, the following 
figures are sufficient to demonstrate their impact 
upon the resources of this company. Labor costs in 
the cotton textile industry are at least 25% of the 
sales dollar. At this rate, the company’s payroll, 
which it must be prepared to meet regularly, is at 
least $2.5 million, or $1.75 million more than in 1939. 
Its quick payments, not only for this expanded wage 
bill but also for materials, supplies and other items 
included in its large dollar sales volume of 1947, must 
very often strain the cash resources of this apparently 
thriving company—thriving, at least, when viewed 
from its operating statement alone. 


Increased Costs 


In order to retain its work force, this enterprise, as 
with many other companies, has had to expand its 
vacation provisions and provide its staff with various 
types of insurance. These “fringe” wage increases 


will undoubtedly carry over as a permanent provi- 
sion, irrespective of any deterioration in the com- 
pany’s financial position henceforth. 

The final impact of the rise in labor costs in par- 
ticular, and of other costs in general, becomes most 
sharply apparent in the change which has occurred 
in the estimated break-even point for this enterprise. 
A most conservative calculation would indicate that 
this point is at least 25% higher than before the war. 
At today’s costs and prices the company must pro- 
duce at least a fourth more than in 1939 just to come 
out even. Price reductions, further wage increases 
or diminished volume will thus exert far greater lever- 
age on its operations and on the composition of its 
liquid assets than prewar. 


A PATTERN EMERGES 


This specific, isolated example does not prove that 
all small-scale enterprises are faced with financial 
problems of this magnitude. But the operating state- 
ment for this single enterprise closely resembles the 
pattern of small-scale enterprises in general. Encour- 
aging as the operating results may be, they by no 
means warrant the reported splurge of small operators 
in buying yachts, two or three new cars at premium 
prices, or cottages on a lake. Yet that in essence is 
what the director of small business of the United 
States Department of Commerce recently found! when 
he took a busman’s holiday on a three weeks’ vaca- 


1Speech by J. L. Kelly, Director, Office of Small Business, Depart- 
ment of Commerce, before the Consumers Bankers Association*on 
September 26, 1947. 


TABLE 3: INCOME AND NUMBER OF NONCORPORATE ENTERPRISES, 1929-1946 


Source: Department of Commerce 


Item 


SENS A PEEEMRECMETUSESS os 4 c= salva seg - nd seme rae ae ge Ao nena ad 
INCL) VTE ae nee VS REE ed es Oe 
SURVIAL ieicis cy 10 ULE) Seana A ne) nee 
Total personal and professional services®................0.eeeeeeee 
Total nonagriculture, excluding personal and professional services............ 
Ape RE MECOSCTIICTION (6 srdsin shu 2 Se Minin'e woe cite eS ahaha ka wis Scalia + © 
UM RAPER EUMENELGS xtc th cst ete els CES ANOS cA ost old ol 
Manmana KInGred PLOdUCtS, sc... apinied ot te eee cea ced Recents 
Apparel and other finished fabric products.....................- 
Lumber and timber basic products...............0.0:0000eeeeee 
iMRI TACL PUL US DIT ya'n erayare:ale aha ols Wise ot SIS VPS eV Sve' si cinla'e oom ae 
Machmery, except electricals. j.cciascmiei. te se cteeahenaascaseees 
MCE MEEETERUACLOTINGD shoo srspale =)+ 6 Ae sials@ o 5 vids, GSahins Oh dapsle » ao 9s 

\Ho gi LoS eGR, Cie CC Sg ee ae neat naa 
Retail trade and automobile services...............0.00 cece eee 
Finance, insurance and real estate..........2 2.2.00. cece eeee eens 
MNRAS es Sado, © «cB sania. ck RSE SOS As a ou~ wlitelfirls)s ie <i» 
es NCLENS, WANEPOLCANIOL. 6 ay Mists. Poin. «sav Geel boa os 

MRT MPEATISOONEATION | «4-015, a Gjers/«: v1 22 clesle ss) MO Raih ie wb wR Kole © siale ys 
Services other than personal and professional...................+-5 
Miscellaneous repair services and hand trades.................-- 
Other nonpersonal and nonprofessional services.............+.++: 
2 Sr Re ae oe eg a ee 


Hig 


1Before inventory valuation adjustment and before taxes. 
*Farms and agricultural and similar service establishments 
Personal, business not elsewhere classified, medical and health, legal, educa- 


Total Income of Unincorporated 
Enterprises! 
(Millions of Dollars) 


Total Number of Active Proprietors 
(In Thousands) 


1929 1939 1946 1929 1939 1946 


10,119 10,113 13,785 11,448 36,259 


sisters 5,699 5,284 4,999 5,709 4,548 15,298 
nee be 4,689 4,835 5,114 8,076 6,900 20,961 


erases 977 986 1,029 2,608 2,177 4,576 

3,712 3,849 4,085 5,468 4,723 16,385 
Se 822 608 697 1,008 578 1,392 
Les SF 133 124 164 512 378 1,906 
ie 42 41 42 TA 101 548 
ae Ql 17 Q4 109 60 443 
SON» Fo 16 10 17 34 Q7 102 
esraers 15 18 20 89 46 180 
Sarstings be 5 5 9 QT 19 127 
HAC 34 33 52 179 125 506 
Bes ce é 103 152 171 362 431 1,738 
Bits Sek 1,813 1,996 2,035 2,252 2,459 8,946 
er 238 283 306 765 399 773 
se 161 179 191 139 151 416 
erry s 129 154 154 95 118 330 
Sie solord $2 25 37 44 33 86 
Tre = 374 428 438 349 248 984 
phe nied 205 242 280 164 134 557 
Py SE 169 186 158 185 114 427 
Sneed 68 79 83 81 79 230 


tional, and engineering and other professional not elsewhere classified services. 
‘Forestry, fisheries, mining, communication and public utilities 
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tion during which he observed business people out in 
his native midwest. 


In Search of Remedies 


The problems of small business, as do those of large 
business, come to a head in inflationary price pres- 
sures and rising replacement costs. The course of 
these factors lie outside the control of both the small 
enterpriser, as well as those who lend to or finance 
small business. More equitable tax treatment along 
the lines suggested by the Small Business Advisory 
Committee may help these enterprises to survive any 


period of correction in cost-price-profit relationships.* 
Thin loans to carry excessive inventories or temporary 
props of short-term financing where equity financing 
is obviously the prescribed remedy will only aggra- 
vate the final solution for both the small enterprise 
and its financing institution. 


Martin R. GAINSBRUGH 
Frank Gaston 
Division of Business Economics 


1See summary of recommendations in Department of Commerce 
release 14685, October 16, 1947. 


Earnings and Hours in Manufacturing 


Bot! hourly and weekly earnings of production 
workers in twenty-five manufacturing industries 
were higher in August than in July. THe ConrerENcE 
Boarv’s monthly survey shows that working hours 
were the same in the two months, but that total man 
hours rose slightly, and that employment and pay- 
rolls increased. Real earnings, however, declined 
somewhat over the month. 

August was the eighteenth consecutive month in 
which hourly earnings reached a new peak. They 
averaged $1.365—0.8% more than in July and 23.8% 
more than in August, 1945, when the war ended. 
Weekly earnings rose 1.0% over the month and the 
August average of $54.17 was $6.44, or 13.5% greater 
than in the month of V-J day. But real weekly earn- 
ings, or actual earnings adjusted for changes in the 
consumers’ price index, were 5.6% lower in August, 
1947, than in the same month of 1945. 

Working hours had already been cut substantially 


by the end of the war and the August, 1945, work 
week was 2.8 hours shorter than that of January of 
the same year, when the wartime high point was 
reached. By August of this year, a further reduction 
of 3.7 hours, or 8.5%, had been made. 

Employment was increased slightly from July to 
August. While the index in this latest month was 
somewhat lower than during the first six months of 
1947, it was 5.6% greater than in August, 1945. Pay- 
rolls followed the same pattern as employment, but 
since they are affected by weekly earnings as well, 
the increases in payrolls, both from July to August, 
1947, and in the two years since V-J day, were greater 
than those in the employment series. From July to 
August, payrolls rose 1.6% and from August, 1945, to 
this August, the rise was 19.8%. 


EvizaBetH P, ALLISON 
Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 
TWENTY-FIVE MANUFACTURING INDUSTRIES 


Nore: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Aver: Avera: Actual | Nominal 
Date Hourly | Weekly, | Hous per | Hours pet 
rma bear ape Production Production! 
Worker | Worker 
1946: August/2 seeps. ees $1.217 | $48.74 40.1 41 
September.......... .229 | 49.14 40.0 41 


1 
in Ale ES 49.79 40.4 41 
November.......... 1.243 | 50.14 40.4 41 
1.247 50.23 40.4 41. 


1.268} 51.62} 40.8] 41 
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1.985 | 52.10] 40.6] 41 
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Cost of Government 


| peat increase in the cost of government since 
1939 far exceeds the rise in the cost of food, cloth- 
ing and other essentials. Last year, the amount of 
taxes collected in this country came to about $1.00 
a day for each man, woman, and child,! as compared 
with about 30 cents before the war. Present tax 
revenues are surpassing 1946. 

Before the war, state and local governments col- 
lected the greater percentage of the taxes. Today, the 
federal “take” is the greater. During the most recent 
fiscal year, the Federal Government collected about 
$38 billion, which amounts to $262 for each person 
in the country. On a per capita basis, federal tax 
revenue (excluding payroll taxes) increased 677% 
from 1940 to 1947. 

Not too many years ago we were able to run our 
government at less cost than other countries. In 1932, 
this country’s per capita federal tax burden was much 
lower than either Canada’s or the United Kingdom’s. 

1Based on total federal, state, and local tax collections. Tax 
burden is not distributed equally, as shown here, but per capita tax 
data are useful for comparative purposes. Estimated tax incidence 


by income classes before the war is shown in “Who Does Pay the 
Taxes ?” by Helen Tarasov. 


Chart 1: Tax Revenues and National Income 
Sources: Treasury Department; Department of Commerce; 
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Chart 2: Tax Revenue as Percentage of Gross 
National Product 


Sources: Treasury Department; Department of Commerce; 
Tur ConrerENce Boarp 
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Note: Gross national product from Department of Commerce: 1914, old series; 
1929—1946, revised series. Tax revenues, The Conference Board series, 


In 1940, before we entered World War II, we still had 
a lower per capita tax load.1 During the war, the 
per capita federal collections in this country were 
raised above Canada and the United Kingdom, and 
have since remained at this high level. 

Costs of operating the Federal Government are 
met primarily through taxes on income, which now 
provide over three quarters of the federal tax revenue. 
Excise taxes have been losing their relative position 
in the federal tax structure. In 1940, we relied on 
these levies for close to 40% of the tax revenues; now 
they supply less than 20%. This country relies more 
heavily on income taxation than either the Dominion 
Government of Canada or the United Kingdom.? 


STATE AND LOCAL LEVIES 


Washington does not have a monopoly of govern- 
mental services. The forty-eight states and 155,000 
local governments are also in competition for the tax 
dollar. State tax collections have increased 75% dur- 
ing the past seven years (excluding unemployment 
compensation taxes), reaching approximately $6 bil- 
lion in 1947. For their share, the localities garnered 
over $5 billion in 1946, 

To pay for government on the state level, sales and 
gross receipts taxes furnish 60% of the taxes collected. 
License and privilege taxes furnish an additional 15%. 
(See Chart 3.) The foundation of the local revenue 


1Canada’s per capita tax collections were slightly lower than the 
United States during part of the Thirties. 

*In 1946, the United Kingdom secured 59.3% of the national tax 
revenues from the individual income tax and the corporation excess- 
profits tax; in the fiscal year 1947, 52.8%. Of the Dominion tax 
revenues in Canada during the 1946 and 1947 fiscal years, 62.9% 
and 57.5% respectively were provided by income and profits taxes. 
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structure is the old reliable property tax. In 1946, 
this source supplied about 80% of the total local 
revenue. 

The federal and state governments tap a number of 
similar tax sources. These include net income, both 
individual and corporate; death and gift; alcoholic 
beverages; tobacco; gasoline; admissions; and stock 
transfer taxes. In addition to the Federal Govern- 
ment, twenty-nine states and the District of Colum- 
bia have individual net income taxes; thirty-one 
states and the District of Columbia levy corporate 
income taxes. Cities are beginning to utilize the 
income tax ($38 million was collected in 1946). Con- 
flicting and overlapping taxation places additional 
burdens on individual and corporate taxpayers. 

The American taxpayer may draw some comfort 
from the plight of his British counterpart when it 
comes to the income tax. In Britain, a married man 
with two children and a gross income of $3,000 pays 
close to 15% of that income to the government as 
compared with 4.4% in this country (including the 
New York State income tax), and 2.9% in Canada. 
The British Treasury takes 68.8% of the $50,000 in- 
come; the American and Canadian income-tax liabil- 
ity amounts to 48.6% and 44.1%, respectively.t 


TAX BURDEN 


Aggregate tax collections offer only a partial meas- 
urement of our over-all tax burden. Tax revenues 
related to other economic factors such as national 
income and product or population provide a more 
reliable indicator of the impact upon the economy. 
These relationships, however, are best utilized for 
temporal and national comparisons rather than in 
isolation. 

Taxes levied by the federal, state, and local govern- 
ments in the United States have been absorbing an 
increasingly larger share of the nation’s income. Total 


Bank of Canada Statistical Summary, August-September, 1947, 
p. 90. 
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tax revenues (excluding payroll taxes) in the fiscal 
year 1946 amounted to more than one quarter of the 
national income. This relationship does not appear to 
have changed materially during the 1947 fiscal year. 
A decade earlier, in 1937, this ratio amounted to less 
than 17% 

Many economists hold the view that the ratio of 
taxes to national income should not be higher than 
25%, except perhaps during emergency periods. It is 
believed that our present enterprise system would be 
placed in danger if this maximum were exceeded for 
any length of time.” 

National income in 1946 reached $178.2 billion, 
which is 119% above 1940. During the same period, 
total tax revenues (federal, state, and local) jumped 
257%. When the sharp rise in the price level is taken 
into consideration, the percentage increase is reduced 
to 132%. Federal taxes alone can account for this 
rise. Related to national income, state and local tax 
revenues are not so much as they were before the 
war, although total collections are far above. The fed- 
eral share, which amounted to 6% in 1940, rose to 
22.4% in 1945, 20.38% in 1946 and to about 18% of 
the seasonally adjusted annual rate for the second 
quarter of 1947. Tax revenues related to gross na- 
tional product offer similar evidence of the expansion 
which has taken place in the nation’s tax structure. 


Brernarp Moss 
Division of Business Economics 


1The Conference Board series on tax revenues is shown in connection 
with national income in Chart 1, and with gross national product in 
Chart 2. This series includes all taxes available for general govern- 
ment expenditures, but does not include social security taxes except 
as they are available for administrative expenditures. State data for 
19387 and subsequent years include local shares of state-collected 
taxes. Local tax revenues for 1945 and 1946 have been estimated at 
$4.8 billion and $4.9 billion, respectively. The Bureau of the Census 
has recently reported that local tax collections totaled $4,957 million 
in 1945 and $5,283 million in 1946. 


*See “The Need for Federal Tax Revision,”’ National Industrial 
Conference Board, 1947, pp. 24-25. 


CHART 3: FEDERAL AND STATE TAX REVENUES,! FISCAL YEARS 1940 AND 1947 


Sources: Treasury Department; Bureau of the Census 
Percentage Distribution 
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Survey of Business Practices: 


Executives Fight Price Rise 


OST manufacturers believe that they can hold 
prices at present levels if wages are stabilized 
at current levels and production is not lowered. Ac- 
cording to this month’s survey of business practices, 
increases in costs which have arisen out of the second 


round of wage increases have been largely absorbed 


through reduced profits, higher prices, increased effi- 


ciency, larger volume. But any further rise in the cost 


of living may set off strong demands for another wage 


increase which most producers fear they cannot 

absorb. 
Demand for goods continues to be favorable. A 

large majority of the producers report that new orders 


_are holding steady at a high level. Only 21% report 


a declining trend. Consequently, production pros- 
pects generally are regarded as favorable. Raw ma- 
terial and labor shortages and the absence of any 
unused capacity are often cited as barriers to further 
increases. Increased price resistance is not generally 
observed, although one third of the executives find 
some evidence of it. 


PRICE TRENDS 


Business executives were asked for answers to two 
questions regarding the trend of prices. The first was: 


“Where do you expect your prices to go during the 


next six months?” The second was: “Could you hold 
to present prices or possibly reduce them if wages 
were also held?” In response to the first question, 
nearly all producers of primary goods assert that they 
hope to avoid price increases during the next six 
months while about two thirds of the metal manufac- 
turers express similar expectations. Among other 
manufacturers, estimates of increased prices and un- 
changed prices are about evenly divided. In this last 
group are consumer goods industries which are impor- 
tant buyers of farm products. For all manufacturers 
combined, the estimates are as follows: no change, 
62%; increase, 34%; decrease, 4%. Most executives 
who declare that increases will be necessary place 


markups from 5% to 10%. Many of the executives 


7 


assume, in making their estimates, that no unusual or 
drastic change will occur from present conditions, 
such as a substantial decline in demand. The element 
of hope and desire is evident in the statements of 


executives predicting they can hold prices at their 


present levels. 

Business policy generally appears to be one of 
avoiding price increases wherever possible. Criticism 
is directed against a few producers who do not appear 


to be following this policy, but many point out that 
the demand for their products has been so great that 
they could have raised prices to a much higher level 
if they had desired to do so. Other executives find 
that increased competition in some lines has pre- 
vented passing on cost increases to buyers and they 
expect this condition to become evident for more 
products in the next six months. 


Cite Difficulties 


The difficulties which confront manufacturers in 
attempting to hold prices in line are cited. It is 
pointed out that average hourly earnings of wage 
earners, according to data prepared by THe Conrer- 
ENCE Boarp, have increased 90% since 1939, and 
wholesale prices of raw materials (BLS index) have 
risen 137%. These increases compare with a gain of 
only 84% in manufactured goods. Semimanufactured 
goods have risen 94%, farm products 178%, and food 
products 145%. The area of costs over which manu- 
facturers have any real control has narrowed, it is 
asserted by some of the cooperators. Labor efficiency 
is not up to previous standards in some industries, 
especially where capacity operations and raw mate- 
rial shortages prevent increases in production which 
might go a long way toward offsetting higher costs. 

Some executives cite a few cases of price increases 
which they consider excessive and avoidable. But 
the basic causes of the present price situation are 
found in other directions, as shown by the following 
comments: 


“The huge supply of money and governmental policies 
both in the matter of taxes and purchase of commodities 
have been the major influences in our current price situa- 
tion. With the large money supply and the high rate of 
employment, the demand for goods has bid merchandise 
up far beyond its value. A factor of lesser importance 
has been the continued increase in wage rates without a 
compensating increase in rate of productivity. A higher 
rate of production through increased productivity, reduc- 
tion of the money supply by cutting down the national 
debt, and a more discreet purchase of commodities for 
foreign relief could bring about a much more healthy situ- 
ation than currently exists.” (Retail distribution) 


i eee. 


“Because of shortages in so many lines, the law of supply 
and demand alone has tended to increase many prices. 
Successive wage increases have so greatly added to the 
cost of almost everything that some price increase has 
been necessary. Other factors which have affected the 
situation are speculation and government policies and 
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buying. As I see it, the only real remedies for the situa- 
tion are increased production, buyer resistance, and a wil- 
lingness of labor to more or less stabilize wages for a 
while.” (Miscellaneous metals) 


* & 


“High agricultural prices have mainly caused the in- 
crease in the cost of living during the last year. Increases 
in the prices of capital goods merely reflect the composite 
increases in wage costs in the cycle of production. Most 
large consumer goods manufacturers and distributors have 
shown restraint in selling their products for considerably 
less than they might receive in view of the shortages and 
the higher spendable income in the hands of the public. 
Abuses seem to be the result of opportunism by less re- 
sponsible concerns. 


“Tt will take some years to ameliorate the shortages 
throughout the world. Our exports to other countries, 
plus the higher wage level in this country, will support 
the existing price level, subject to the normal adjustments 
when the supply of individual products is in closer rela- 
tion to demand.” (Teztiles) 


* * * 


“There are many answers to the question of what has 
caused prices to go up. The most important one is ex- 
cessive demand over supply. Increased costs of labor, 
materials, supplies and distribution are factors. High tax 
rates on individuals in business and government buying 
of foods for export have added to the high price spiral. 
To this influence must be added the deferred demand 
generally available among the buying public in the form 
of savings or bonds. Cashing of terminal leave bonds has 
added to demand for many products still in short supply. 
Strikes have added their bit to costs. In many instances, 
the result of this high demand has been full employment, 
high production and reduced unit costs. High profits have 
come from volume production. 

“As supply catches up with demand, competitive con- 
ditions return and price adjustments set in, with the buy- 
ing public the benefactor. The price situation could be 
improved with a little restraint by labor unions in their 
demands for higher wages and a policy of more reasonable 
profits on the part of some manufacturers and suppliers. 
A reexamination of government support policies on farm 
and food products, combined with a more careful and 
efficient buying technique for relief purposes abroad, 
might help to bring food costs more in line with other 
products which have not advanced proportionately.” 
(Nonferrous metals) 


Prospects for Further Wage Increases 


Many executives express the fear that the factors 
which have caused prices to advance in the recent 
past will continue to operate in the future. They 
point to the rising cost of living and the “probability 
of another round of wage increases and continuing 
increases in costs of material and transportation.” 
While some of the cost increases which would result 
from additional wage increases would be absorbed or 
offset by manufacturers, the more general expectation 
is that prices of manufactured goods would be further 


advanced. An executive in the automotive equipment 
field sees the price picture in the next six months de- 
pending upon three principal factors: 


“(a) The rate of national income. We expect that this 
will be maintained close to present levels. 

“(b) The implementation of the Marshall plan. We 
expect that we will continue to furnish Europe with about 
the same quantity of goods as we have since the end of 
the war and that Congress will pass the Marshall plan 
sometime during the first six months of 1948. 

“(c) Wage settlements. It appears that the national 
labor organizations will attempt to obtain a substantial 
wage increase early in 1948. We believe that they will be 
successful, although the increase will probably be substan- 
tially less than was generally obtained in 1946 and 1947. 

“We expect prices to push steadily upward in the 
capital and in consumer heavy goods industry where the 
demand far outruns the supply and where unionism is 
strong. In consumer soft goods markets, we expect a 
continued increase in the availability of lower-priced alter- 
natives and a consequent steadying of prices. In the food 
market, we expect a slight increase in prices owing to con- 
tinued heavy demand.” 


WAGE-PRICE RELATIONSHIP 


If additional wage increases do not occur, six out of 
every eight executives believe that present prices can 
be held. One out of eight disagrees, and one out of 
eight feels that price reductions could be effected. To 
realize any degree of price stability, wages, executives 
observe, would have to be stabilized all along the line. 
In many instances, their belief that prices could be 
held if wages are held is based on the assumption that 
volume can be maintained. 

Manufacturers who believe that they cannot hold 
their prices even if wages are stabilized mention raw 
material prices as the uncertain factor. Since they 
fear that these raw material prices will not be sta- 
bilized, they do not expect to be able to maintain 
present prices regardless of what happens to wages. 
In some other cases, manufacturers report that they 
have not felt the full impact of previous wage in- 
creases and, because present margins are too low for 
comfort, upward adjustments will be necessary. They 
observe that if additional wage increases occur adjust- 
ments will accordingly be greater. 


WAGE INCREASES LARGELY ABSORBED 


The great majority of manufacturers say that the 
second round of wage increases has been absorbed. 
Great stress is laid on the importance of increased 
efficiency and productivity. Some manufacturers re- 
port, however, that productivity per man hour or 
machine hour is below normal and that there appears 
to be relatively little expectation of improvement in 
the near future. A few executives contend that they 
have observed inverse correlation between wages and 
efficiency. An office equipment manufacturer reports: 
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“Tt has been the experience of many in the past that, 
when wages have been increased, efficiency or produc- 
tion has decreased.” 

The extent to which companies represented in this 
survey could offset cost increases through greater effi- 
ciency varies considerably. Manufacturing operations 
differ so that some managements can make greater 
contributions toward effecting or stimulating in- 
creased productivity than others. Moreover, progress 
already made differs among companies. As one air- 
conditioning equipment executive observes, his com- 
pany has gone through the process of cutting produc- 
tion costs and overhead expenses wherever possible 
several times in the last eighteen months and is “fast 
approaching the point where there is no fertile ground 
left for recovery of costs.” Another factor is that 
earnings differ from company to company. 


Problem Not Seen Early Enough 


A few companies report that they have not raised 
prices since the end of the war or even before the war. 
They have absorbed cost increases by improving effi- 
ciency and increasing volume. One miscellaneous 
metal manufacturer reports: “Maintenance of selling 
prices in the face of radically increased costs for labor 
and materials has been accomplished largely by better 
organization of the work at hand, by improved manu- 
facturing methods, and by simplification of the prod- 
uct line.” Another miscellaneous metal manufacturer 
believes that manufacturers and producers did not 
early enough tackle this problem of price. He says 
that his company has not raised prices and he sug- 
gests that more could have turned in a record com- 
parable to that of his company if “something in the 
way of intelligent and coordinated effort” had been 
developed to prevent the upward spiral. He goes on 
to say: 

“We are convinced that, if during the fall of 1945 man- 
agement had the courage to raise wages voluntarily and 
announce that it would hold the price line, most of the 
subsequent misery could have been avoided. Apparently 
very few manufacturers had any conception of the volume 
possibilities that were ahead, nor of the importance of 
maintaining maximum production by working in an at- 
mosphere of mutual understanding and good will.” 


PROFITS AND PRICES 


Aggregate profits of all manufacturing companies 
are at a high level. But if all these profits were turned 
back to buyers, it would have a relatively small effect 
upon the price level. Total profits are large because 
of record-breaking sales, and in many instances the 
amount of the sales dollar carried over into net profit 
is substantially below war and prewar years. In 1946, 
profits, before taxes, were equal to slightly less than 
8% of sales, according to Department of Commerce 
figures. A reduction of 8% in the price of goods 
would scarcely solve the price problem. 


A price increase in capital goods would have little 
effect on the ultimate buyer of consumer goods. Capi- 
tal goods manufacturers point out that price fre- 
quently has relatively little to do with the demand 
for their products. The efficiency of the new machine 
or the need for capital expansion may be the impor- 
tant factor. 

Some industries have great cyclical fluctuations in 
sales and it is pointed out that the “prince and 
pauper” business must necessarily make a favorable 
showing in good business years to carry it through 
lean periods. Some executives contend that current 
earnings are in any case partly “fictitious” because of 
inventory profits and the underdepreciation of capital 
assets. Thus, a steel producer reporting a lower profit 
per ton on most commodities than during prewar 
years but a much higher over-all profit because of 
the high level of sales notes that: “We are depleting 
our raw material reserves at a tremendous rate. We 
are wearing out our equipment which will cost us on 
the average three times more to replace than the 
initial value, and this stepup in replacement costs in 
one form or other must come from profits.” 

Some comments on the relationship of profits to 
prices are given below: 

“With present conditions of operation and reduced 
profit margins, we would not anticipate that there would 
be any marked reduction in selling prices as a result of 
reductions in profits, even if the latter were quite sub- 
stantial. To a very great degree, the answer to this ques- 
tion must depend upon the volume of operations. If vol- 
ume remains at present high levels, then some concession 
in prices would be in order. However, with a further 
declining trend in volume, the possibility of granting such 
price concessions with a continuance of the present high 
labor rates would seem to be very remote. Present profit 
margins on dollar sales are less than prewar but, of 
course, the over-all profit situation is more favorable due 
to the larger volume of sales.” (Electrical supplies) 

* * * 

“We recognize the danger of spiraling prices, but we 
are also very conscious of the danger of going into any 
declining business period with prices established on the 
basis of yielding very small profits which would quickly 
be eliminated with lower volume of operations. We be- 
lieve our business position will be much sounder if we 
maintain adequate profit ratios in this period and are in 
a position to reduce prices at some later date, should de- 
clining volume indicate the desirability of doing so to 
encourage even greater volume.” (Industrial machinery) 

* * * 

“Our profit margin, before taxes, is not so high as dur- 
ing the war; however, because of the reduced tax burden, 
profit after taxes is somewhat better and considerably 
better than prewar. It should be noted, however, that 
this is a very cyclical business and that we have many 
years in which no profit can be obtained. We had a 
substantial loss in the year 1946 which, averaged with 
our 1947 contemplated profit, will show only a very mod- 
erate profit.” (Engines and turbines) 
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“With values inflated as they are today, it is rather 
difficult to make a fair comparison between current profits 
and those of war and prewar years. It takes twice as 
many dollars today to do the same volume of business 
as it did in 1939. One of these days a number of us are 
going to take a serious loss from an inventory decline 
in raw materials as well as in the finished products. We 
went through this same thing during 1920 and, of course, 
the higher the prices go the greater the loss we will take.” 
(Paper) 


Break-even Points 


Many executives express great concern over the 
much higher break-even points today than in prewar 
years. Instances are reported where a moderate sales 
decline would wipe out all profits and result in deficit 
operations. Some typical comments are given below: 


“Like most other equipment manufacturers, we are 
gravely concerned over our much higher break-even point. 
So long as our present heavy volume continues, we shall 
make a very satisfactory amount of profit expressed in 
terms of total dollars. When that profit is expressed as 
a percentage of the sales dollar, however, it is found to be 
disturbingly lower than it was in the prewar years. If we 
do not get our prices up to levels which will enable us 
to make moderate profits on moderate volume, then we 
shall be in a difficult position when the present fantasti- 
cally heavy volume shrinks to normal and we crash 
through our high break-even point. Being unable to 
advance prices in a declining market, we would find our- 
selves just breaking even or losing money on a fair vol- 
ume of business.” (Industrial machinery) 

* * * 

“Our break-even points are at an all-time high. A sales 
decline of 15% would eliminate all profits, whereas pre- 
war we could operate at 55% capacity.” (Electrical 
machinery) 

* * * 

“The profit margin is so low and the break-even point 
so high that proper reserves are not being built up. This 
is probably the most dangerous item in our whole eco- 
nomic setup. The first signs of recession will mean vicious 
and quick cutbacks on all expenses and consequent fur- 
ther curtailment of business.” (Electrical machinery) 


TREND OF DEMAND 


Demand for manufactured goods generally con- 
tinues at a high level. The number of manufacturers 
reporting decreases is the same as those reporting in- 
creases: 21% in each case. The remainder say that 
demand is holding steady at a high level. In a few 
products, pipe lines appear to be filling up and manu- 
facturers report the necessity of greater selling effort 
to maintain volume. Thus, some price concessions 
have been necessary. A number of the manufacturers 
reporting steady demand indicate that they are still 
allocating their output and that orders would be 
showing an upward trend if they opened up their 
books. Output at times is sold for more than a year 
in advance. In such industries as steel, petroleum 


and automobiles, demand continues well in excess of 
supply. In some other cases the excess of demand 
over supply, however, has been reduced to a point 
where balance may result in the next six months. 
Reduced export shipments are looked for by some 
producers which, in turn, will lessen pressure on 
prices. 


Price Resistance 


Increased price resistance is evident, but it has 
not adversely affected a large segment of demand. 
Very little increased resistance is observed by pri- 
mary producers, which includes steel and petroleum. 
Among the metal manufacturers, one third have ex- 
perienced increased resistance, while for other manu- 
facturers the proportion is three eighths. For all man- 
ufacturers represented, one third find price resistance 
on the increase, while two thirds have not as yet 
encountered it. More cautious buying attitudes by 
the customers are reported by a few, as is a shift in 
demand to lower-priced merchandise. Greater resist- 
ance to the inclusion of escalator clauses in contracts 
is being encountered. Some purchasing agents are 
trying to shorten their period of commitment in 
order to reduce risks. A number of consumer goods 
producers express concern over the high level of food 
prices, not only because of the pressure this exerts on 
wages but also because it may divert consumer dollars 
away from their products. 


PRODUCTION 


The production picture, like the demand picture, 
generally is favorable. Few substantial increases are 
anticipated but the majority look for maintenance of 
the high rate of activity. Numerous manufacturers 
report that even where the demand situation would 
permit increased activity, it could not occur because 
operations are already at capacity, or because they 
see little likelihood of any significant increase in their 
raw material or labor supplies. Among the manufac- 
turers whose demand situation would warrant higher 
output, the obstacles most frequently mentioned are 
shortages of steel and man power. Other obstacles 
include shortages of freight cars, pig iron and steel 
scrap, inefficiency of labor, difficulty of obtaining 
repair parts and new equipment, inability to obtain 
proper quality of coal at all times, and the length of 
time required to train workers. 

Several producers now operating at capacity have 
been able to increase their sales through recourse to 
more subcontracting. Some increases in production 
will become possible when expansion programs are 
completed. Some others have stepped up their ef- 
forts toward increased mechanization and hope to be 
able to expand volume through greater efficiency. 
In a few cases, manufacturers feel that some overpro- 
duction had taken place during 1946 and that, as 
inventories are being reduced, there is no immediate 
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need for higher output. Some selected comments on 
production prospects are given below: 


“Unless hampered by strikes, there are excellent pros- 
pects for increased production in 1948. Considerable 
lost time was encountered this year by reason of strikes 
which closed down many of our plants for six weeks or 
more. In addition, production was lost because of neces- 
sary rehabilitation work at many plants. Most of this 
work has been completed. Some additional capacity will 
be installed during the coming year and, if the labor situ- 
ation remains stable, the industry should be able to pro- 
duce considerably more cement during 1948 than was 
possible during 1947.” (Cement) 


1 enh Pe, o 


“Production in the industry cannot be increased until 
steel in the various forms in which the industry uses it 
becomes much more plentiful. The industry today is liv- 
ing from hand to mouth so far as materials are concerned 
and everything which affects steel production, such as 
the coal holiday in the spring and the recent railway 
strike in the Pittsburgh area, reduces the amount of steel 
we receive, and also our production. That steel is com- 
pletely lost and never made up.” (Heating and plumbing 
equipment) 

* * * 

“We find that there is a greater tendency on the part 
of our workers to increase their production, realizing that 
in order to hold their positions they must maintain some 
standard of efficiency. We have endeavored to point out 
to them that business cannot operate today with ineffi- 
cient people, and the old method of getting along during 
war days on the premise that a part of a cake was better 
than none cannot be tolerated today. We have pointed 


out that, because of the high wages we pay today, we 

must depend on getting a good day’s work for a good 

day’s pay.” (Office equipment) 
* * * 

“Tt is difficult for us to increase production because 
of the highly specialized product which requires many 
specially trained men for this work. We estimate that 
it will take at least six months and possibly longer to 
increase our production of machines by 40% or 50%.” 
(Industrial machinery) 

* 


* 


“There is a world shortage of fats and oils. If we con- 
tinue our export allocations, there is no possibility of 
increased production in our industry. The ceiling is im- 
posed by available supplies of the aforementioned raw 
materials.” (Chemicals) 

* * * 

“The machine-tool industry will produce only slightly 
more than $300 million of machine tools in 1947. It could 
easily produce double this amount if necessary or if the 
orders for this volume were available.” (Machine tools) 


Me 


“Our great difficulty is the enormous taxes we have 
to pay. We could very greatly increase our volume of 
business without increasing our profits appreciably. Re- 
duction of taxes is the one thing which would improve 
business activity and decrease prices by permitting a 
greater amount of capital to be retained in business oper- 
ations. The result would, for various reasons, be more 
efficient production and lower prices.” (Industrial ma- 
chinery) 


Henry E. Hansen 
Division of Business Practices | 


British vs. American Productivity 


LOCKED by a limited supply of labor, Great 

Britain is stressing increased productivity as a 
means of obtaining the larger volume of output she 
desperately needs. 

The long-term aim in Britain, as in most other 
countries, is to raise the general standard of living. 
But Britain’s seven years of warfare has seriously 
unbalanced her economic system. Her plight was set 
forth earlier this year in the government’s White 
Paper! on the problems of economic recovery. To 
raise productivity is regarded in the report as funda- 
mental. The report says: 

“The answer first and last is by increasing production. 
__. . . How is this increase of production to be obtained? 
By insuring that those industries which provide essential 
supplies are fully manned up; by maintaining full employ- 
ment so that we can make use of all the man power we 


Statement on the Economic Considerations Affecting Relations 
_ Between Employers and Workers,” presented by the Minister of 
Labor and National Service to Parliament, Cmd. 7018, January, 1947. 


can muster; and while costs and prices are held steady, 
by raising the level of output per head without prejudice 
to earnings.” (page 7) 


The problem of raising output per man hour has 
turned attention to comparisons of industrial produc- 
tivity in Britain and the United States. “There can 
be no sharper stimulus for economic action,” says 
one British economist “than the demonstration of this 
fact (United States productivity in mining, manufac- 
turing and construction is well above that in United 
Kingdom) ; for then British industry could make large 
and rapid advances not by painful experiments and 
slow improvements in the existing state of technical 
knowledge but simply by the deliberate adoption of 
methods of production successfully employed else- 
where.” 

1T’, Barna, “Notes on the Productivity of Labor: Its Concept and 


Measurement,” Bulletin of Oxford University, Institute of Statistics, 
July, 1946, p. 206. 
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This view may be overoptimistic. Differences in 
costs as well as in the proportions of plant, material, 
man power and capital available in the two countries 
have to be weighed in deciding to what extent the 
adoption of methods yielding a higher productivity 
are beneficial Notwithstanding these qualifications, 
the facts on productivity cannot be ignored. 


FIRST ATTEMPTS 


In one of the first attempts to compare productivity 
in the two countries, Sir Alfred Flux studied statis- 
tics from our Census of Production for 1909 and from 
the British Census for 1907. His findings were that 
for each person employed the output was more than 
twice as great as in Britain.2 Similar results were 
obtained by the same economist in an examination 
of net output per head in 1924-1925 and by Colin 
Clark for 1935-1936.4 

1J. Jewkes has stressed this point in “Is British Industry Ineffi- 
cient ?” The Manchester School, January, 1946. 

*Cited in F. W. Taussig, “Labor Costs in the United States Com- 


pared with Costs Elsewhere,” Quarterly Journal of Economics, Novem- 
er, 1924, 
5A. W. Flux, “Industrial Productivity in Great Britain and the 
United States,” Quarterly Journal of Economics, November, 1933. 
4“The Conditions of Economic Progress,” 1940. 


Output per Worker in Selected Industries, 
United Kingdom and United States 
Source: Economic Journal, April, 1943 
Index Numbers 


United United 
Industry Kingdom States 
35 1937 
Mainly Capital-Goods 
Industries and Mining 

(Coal ming: ie. = a.cideee eee nee eee 100a 263a 
Blast furnace products.................... 100 361 
Smelting and rolling of iron and steel....... 100 168 
Iron and steel foundries................... 100 186 
Tron and steel products!.................. 100 400 
Machinery .ivts: 2% ins oe ote eee 100 280 
Cem éuts.ca is oat. aah senate Ee 100 106 
Coke iis Suse aes ia) dee ene eae eee 100 921 
Mnbing inks t2.605 1. tases 6 ae eee 100 186 

Mainly Consumption-Goods 
Industries 
MGtor cats) 5 cscuy sucmese eee eee 100 419 
Radio sets)... 3:4 2) Poet eee 100 482 
Cotton spinningiat) ij ico oan ek eoe 100 120 
Cotton weaving... ches Oe eee 100 130 
Rayon and silk, ice mare Acco eres 100 160 
Jute tradesay iad. <f/iekane Sie es aoe 100 180 
HLOSIETY 5 «:3n:5:05 stale bale IO aaa eee 100 140 
Bootiand shoes;....0-.aeece coae hse nmes 100 165 
Rubber tires vaca age. cs ee ee 100 266 
Brewerles.o.5 5.00.4. wade toes aA 100 164 
Tobacco manufacturing..................- 100 171 
ODP o:6 S/S oiajeeinistieie nya « px 5 ee etal Pe toneens: aie 100 279 
Margarinés Gackt int is Alaa. Re 100 168 
Beet sugar manufacturing................. 100 162 
Preserved food and vegetables............. 100 145 
Wheat fanillitag::) ci ss Ai) con te een ees 100 160 
Total—all trades covered by sample 

Unweighted average..............0000. 206 
Weighted with British net output...... ‘ 100 238 
Weighted with American net output. .. . 229 


‘Wire, cutlery, iron stoves, tools and implements, 
1936 


The results obtained by Dr. L. Rostas in comparing 
output per head in the United Kingdom during 1935 
with that in the United States during 1937 are shown 
in the table. This study, probably the most widely 
known on the subject, indicates that for the total 
group—which is composed of coal mining, eight capi- 
tal goods industries and sixteen consumer goods in- 
dustries—output per head averaged about 2.3 to 2.4 
times more in the United States. On a per man-hour 
basis, the ratio is about three to one since American 
industries worked about 38.5 hours a week as com- 
pared with about 47.5 hours in Britain. 

The gap in output per worker between the coun- 
tries did not diminish even during the war. In 1948, 
the volume of munitions production in the United 
States was nearly four times greater than in the 
United Kingdom.1 Employment in the war industries 
was about in the proportion of 1.72 to 1.2 These ratios 
indicate that the average American making munitions 
produced about 2.3 times as much as the comparable 
British worker—the same relationship which has per- 
sisted over the decades. A greater productivity in 
the United States was achieved despite a shorter work 
week. Munition workers in the United States aver- 
aged about 47.5 hours a week, while in Britain men 
worked 54.1 hours and women 46.9 hours.’ 


WIDENING THE GAP 


Before the war, the average annual increase in 
output per man hour in Great Britain was generally 
thought to be about 1.5% per annum.* This rate will 
have to be increased to 2.5% according to The Econ- 
omist of London in statements on “A Policy for 
Wealth.’ 

Although doubling the standard of living in 
twenty-eight years may seem fast, it would be 1972 
before Britain reached the level of productivity at- 
tained in the United States in 1944. 

In general, the superior efficiency of American in- 
dustries has been attributed primarily to the greater 
tool power provided each worker. As expressed in 
one study: “Though many things contribute to a 
nation’s productivity, by far the most important fac- 
tor is the amount and quality of its productive equip- 
ment.”® Back in 1913, capital per head in the United 

1Report to the Combined Production and Resources Board, “The 
Impact of the War on Civilian Consumption in the United Kingdom, 
the United States and Canada,” 1945, mimeographed, p. 11. 
*Ibid, p.18. The employment figures are as of June, 1944, and are 
only roughly comparable with the output data. 

*J[bid, p. 9. 

‘For the entire economy, output per man hour in the United States 
increased about 2% a year, compounded, from 1899-1939. 

5Jssue of August 19, 1944, p. 238. “The British population is no 
longer reproducing itself . . . if this continues . . . the number of 
workers will eventually fall by 20% each generation or ey hly 
two thirds of one per cent per annum.” To offset this decli ph ie! 
“Sndividual productivity needs to increase to 2.5% per annum if it 
is to achieve the same increase in the total national income as is given 
by a stable population with 1.5%.” 

®The Economist, summary of “A Policy for Wealth,” October 14, 
1944, p. 503. 
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States was about 44% greater than in Britain.1 The 
differential increased substantially in the years follow- 
ing, although no exact measure is available. However, 
when British consumption of electricity for power is 
compared with the United States consumption of 
light and power in large business establishments, the 
United States used about 78% more energy per head 
of population for productive purposes in 1937.2 The 
higher degree of mechanization in the United States 
is sometimes accounted for by the fact that America’s 
industry was developed more recently than the Brit- 
ish industry, thus permitting the adoption of more 
modern equipment. 

The relative importance of labor and land in the 
two countries was stressed as the causal factor by 
E. Rothbarth in a recent paper on comparative pro- 
ductivity.? The large amounts of land in the United 
States made labor scarce, thereby stimulating the use 

_of labor-saving machinery. This land was also respon- 
sible for putting purchasing power in the hands of a 
large number of people who were willing to buy 
standardized goods. The combination of these two 
factors resulted in the production of products for 
which the economies of mass production were high, 
according to Mr. Rothbarth. Although land is no 
longer free in the United States, the established ten- 
dency toward mechanization and bulk production has 
become “self-reinforced” and operates “independently 
of its original cause.” The aristocracy and middle 
class groups in Britain have tended to insist on goods 
with high individual character which cannot be pro- 
duced by mass production methods. With this type 
of demand predominating and a relatively large sup- 
ply of labor, emphasis is placed on craftsmanship. 


SPECIFIC INDUSTRIES STUDIED 


Although output-labor input relationships have not 
been compared for every industry in the two coun- 
tries, our country’s productivity has been found su- 
perior wherever measurement was possible. 

The latest prewar figures appear in the table. Out- 
put per head in each of the twenty-five industries 
was higher in the United States than in Britain. 
America’s superiority ranged from 6% in the cement 
industry to nearly 400% in the manufacture of radio 
sets. The greater output per head was particularly 
marked in the capital goods industries. Productivity 
in the manufacture of radio sets, motor cars and iron 
and steel products was fully three times larger in the 
United States. In an additional six industries (blast 
furnace products, machinery, soap, rubber tires, coal 
mining and coke), output per head was more than 
double that in Britain. On a per man-hour basis, a 


1Colin Clark, op. cit., p. 389. 
2The Economist, August 26, 1944, p. 269. 


“Causes of the Superior Efficiency of the U. S. A. Industry as 
_ Compared with British Industry,” Economic Journal, September, 1946 
i 


larger variation would exist because the work week 
was shorter in the United States. 

Data for more recent periods have become available 
in studies made by the British Government. In an 
effort to raise cotton production during the war, a 
group was sent to study this country’s methods and 
report any practices that would be helpful. Since 
October, 1945, groups composed of equal thirds of 
employers, workers and independent members have 
been established to study various British industries. 
These groups, in turn, sent missions to the United 
States to compare their home industry with ours. 
Productivity was stressed in all cases.” 


Cotton 


Prior to setting up the working party committees, 
a group of British cotton textile experts toured the 
United States in March-April, 1944, and for the first 
time reported productivity levels based on actual mill 
experience.2 With normal staffing, British output per 
man hour was found to be less than American by 
approximately 18% to 497% in spinning, 80% to 85% 
in winding, 79% to 89% in beaming, and 56% to 67% 
in weaving.* 

Mechanization was considered a large factor in 
explaining the differences. Reasons, other than me- 
chanical, cited in the report were “ . the use 
of up-to-date plant; the application of scientific 
methods to the utilization of labor which permits a 
relatively large number of units or machines to be 
supervised by a machine operative; the policy of con- 
centrating on high operative efficiency (in terms of 
output) in many cases at the expense of machine effi- 
ciency; and the lower age of the operatives.”® 

Using the results obtained by the textile mission, 
L. Rostas of the National Institute of Social and 
Economic Research estimated that, for the industry 
as a whole, the American worker produced twice as 
much an hour as the British worker.® 


Boots and Shoes 


In conjunction with the working party committee, 
the Boot and Shoe Manufacturers’ Federation sent 
over a delegation in the spring of 1945. It found that 


1Each “working party” committee was given the following terms 
of reference: “To examine and inquire into the various schemes and 
suggestions put forward for improvements of organization, production 
and distribution methods and processes in the...industry, and to 
report as to the steps which should be taken in the national interest 
to strengthen the industry and render it more stable and more 
capable of meeting competition in the home and foreign markets.” 

*It should be noted that the reasons for the difference in produc- 
tivity in the two countries are not necessarily the same as the recom- 
mendations, for, as pointed out earlier, it is not always most efficient 
for Britain to duplicate American practices and methods. 

‘British Ministry of Production, “Report of the Cotton Textile 
Mission to the United States of America, March-April, 1944”, 
London, 1944. 

4Tbid, p. viii 

5Ibid, p. viii 

“Productivity of Labor in the Cotton Industry,” Economic 
Journal, September—June, 1945, p. 195. 
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“the evidence, while having produced in no sense a 
complete analysis of the matter, establishes the point 
that, eliminating such causes of error as differences in 
the number of operations performed in United 
States and United Kingdom factories and differ- 
ences in the quality of United States and United 
Kingdom footwear, the productivity per productive 
worker hour in United States factories is, on the 
average, as much as three quarters as high again as 
in United Kingdom factories.”4 

This report also established that, for the factory as 
a whole, output per operative varies from 50% to 
90% higher in the United States than in the United 
Kingdom. On individual operations the difference 
ranged from 10% to as much as 500%.” 

The greater productivity of United States industry 
is attributed by the committee to (1) the larger size 
of the average factory; (2) specialization in the type 
of goods produced, which in turn makes for longer 
run of orders, proportionately fewer lasts and pat- 
terns, greater familiarity of the operative with the 
work, less paper work at the factofy and a much 
higher proportion of piecework; (3) centralized and 
more intensified planning and preparation of work; 
(4) greater attention paid to elimination of unneces- 
sary movements by the operator; and (5) easier 
transit of work through the factory. The psychologi- 
cal approach of the worker to his job was particularly 
stressed as one important cause for this country’s 
superiority. “He (the worker) works fast because he 
wants to do so.’ 


Apparel‘ 

In summarizing the results of a general survey of 
this country’s garment industry in mid-1946, the 
working party delegation estimated that production 
per operator in this country exceeded the British 
norm by 25% in the men’s wear section of the indus- 
try and more than 50% in the shirt trade.> Investi- 
gation of individual factories showed that in the 
manufacture of men’s wear, output per worker varied 
from two and a half suits per week in the highest 
quality to nine suits per week in a lower medium- 
grade firm. Average production of the industry was 


1G. H. Denton and G. R. Colvin, report on the “Boot and Shoe 
Industry,” Incorporated Federated Association of Boot and Shoe 
Manufacturers of Great Britain and Ireland, Spring, 1945, p. 6. 

?The general findings of this study tend to confirm the two-to-one 
relationship found by L. Rostas in comparing Census data in the latter 
half of 1930. These figures appear in the Working Party Reporis, 
“Boots and Shoes” London, 1946, p. 64. 

%Denton and Colvin, op. cit., p. 10 

4See also Working Party orts, “Hosiery,” London, 1946. The 
findings of the delegation which studied the production, organization, 
and distribution of hosiery in this country end Canada are too techni- 
cal for presentation here. But the report offers interesting comparisons 

- which are not in terms of statistics. 

‘Working Party Reports, “Heavy Clothing” London, 1947, Appen- 
dix III, pages 133-171. The study covered three main groups of the 
garment industry: (1) men’s and boys’ tailored clothing (suits, coats 
and overcoats other than work clothing) and rainwear; (2) women’s 
and girls’ clothing (suits, skirts and coats other than fur coats) and 
rainwear; and (3) shirts, pajamas and industrial cotton clothing. 


approximately four and one-half suit equivalents per 
worker per week. This was considered to be about 
25% above the average in Britain. The United States 
standard of workmanship was found higher than in 
Britain. The incentive of the piecework system, fa- 
vorable working conditions and the well-trained 
management and personnel were said to account for 
America’s superiority. 

Production in women’s and girls’ coats and suits 
in New York City factories was at the rate of about 
three to one as compared with production of similar 
garments in Britain, chiefly because of the “through 
system of making”: and the high skill of the workers. 
However, the finished garment was considered below 
British standards. 

In the manufacture of shirts, the greatest diver- 
gence in productivity between the two countries was 
in the stitching process. The report notes that “it is 
generally accepted here that the actual stitching of 
the garment takes barely half of the time expended in 
the sewing room. The industry in the United States 
has increased its efficiency largely by concentrating 
on reducing this high proportion of handling time.”! 


Furniture 


After examining the furniture industry, the British 
working party committee concluded that “the degree 
of mechanization in medium and small factories (in 
the United States) was far higher than in our own and 
it was our definite impression that output per head 
was higher than in comparable factories in this coun- 
try (Britain) .”? The exact amount of the difference 
in productivity was not given. The favorable position 
of the United States in the comparison was attributed 
to the greatest degree of mechanization rather than 
the type of machines used, to the “ingenuity . . . in 
adapting equipment to the needs of individual fac- 
tories,” to greater attention in production planning 
and layout and other general methods.® 


Wool, Mining 

A “rough” comparison of productivity in woven 
fabrics manufacturing, included in the British report 
on this industry, indicates that each British worker 
produced 1,835 linear yards in 1937, while the average 
American wage earner in the spring of 1945 produced 
3,633 linear yards, nearly twice as much.* Since the 
hours worked in the United States were shorter, the 
difference per man hour would be still greater. Con- 
clusions on comparative efficiency based on these fig- 


Ibid, p. 161 

2Working Party Reports, “Furniture,” London, 1946. The com- 
parison was limited to medium-sized firms since these accounted for 
> very large proportion of total output in Great Britain in the 1938 

nsus. { 


*Tbid, p. 167 

‘Working Party Reports, “Wool”, London, 1946, pp. 66-67. These 
dates were selected by the committee so that trade conditions would 
be approximately the same in the two countries. The differen 
would have been larger if 1945 or 1946 figures had been used. ’ 
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ures must be qualified inasmuch as they do not take 
into account differences in quality, the amount of 
intermediate products of the United Kingdom which 
are exported before they are made into cloth,! or the 
proportion of male workers in the two countries (in 
1939, about 60% in the United States, 40% in the 
United Kingdom). 

Efficiency was also measured in terms of produc- 
tion per spindle and per loom for the same dates. It 
was found that output of yarn per spindle was two 
and one-half times as high and the output of cloth 
three times as high as in Britain. The greater use of 
second and third shifts and the prevalence of auto- 
matic looms in the United States were the chief rea- 
sons for this discrepancy. . 

The Reid Committee of Great Britain, composed 


1This alone is thought to be sufficient to account for 10% of the 
difference in productivity. 


of mining engineers, examined the efficiency of the 
coal industry in that country and in the United States 
during the latter months of 1944.1 In 1913, the ratio 
per man shift was three to one in favor of the United 
States. It had increased to about four to one from 
1925 to 1938. The Reid Committee traced the higher 
productivity in this country to favorable natural 
physical conditions, excellent underground transport 
arrangements, a high degree of mechanization at the 
coal face and a high standard of individual effort. The 
greater percentage of output loaded mechanically was 
regarded as a probable cause for the steady increase 
in American productivity from 1934 through 1939. 


GerRTRUDE Drvutscu 
Division of Business Economics 


1“Coal Mining,” Report of the Technical Advisory Committee, 
March, 1945, Cmd. 6610, p. 29. Also referred to as the Reid Com- 
mittee report. 


Inadequacy of Depreciation Reserves 


MERICAN manufacturing corporations during 
the first half of 1947 set aside nearly 20% more 

for depreciation than they did in the corresponding 
period in 1946. But this was only about enough to 
keep up with the increase in the book value of the 
property against which the reserves were set up. 
Moreover, the property accounts of many companies 


Table 1: Depreciation Provisions and Net Property, First Half 1946, 1947 


Source: THe CONFERENCE Boarp 


Money Figures in Thousands of Dollars 


iation Reserve 
Raber Depreciation Reser 


of Com- 
panies 


Net Property 


End of Fiscal Year 


at the end of 1946 did not fully reflect the increases 
that had occurred in construction costs. 

These tendencies are revealed in an analysis of the 
accounts of 155 manufacturing corporations recently 
completed by THe Conrrerence Boarp. Of these com- 
panies, 127 show an increase in depreciation provi- 
sions in the first half of 1947 over the same period in 
1946. The rise is 19% for 
the 155 companies—just 
about the same as the in- 
crease in the net property 
value! The result is a rise 
of only .03% in deprecia- 


Depreciation as a 
J of Property 


First Six First Six 1947 1946 tion charges as a percent- 
ee pee ee ae, of. the tamer vy ie 
ch ar 155 | $66,185 | $07,788 | 7,778,508 | 6,573,829 |. ee ie es count. 

INGHOGIADIC. 65.56.0005 ec clea 74 219,159 191,815 | 4,353,516 | 3,785,4 : 5. % : 
OS re 11 30,527 24,229 | 534,045 | 396,175 | 5.72a| 6.12 Companies which con- 
Lisl ee ee 13 6,026 5,634 Lees Se ag hes verted their plants so as to 
Paper, printing and publishing. 13 14,237 12,428 278,44 04 5; fi ‘ 
vedi... A Ses ms 21 | 151,949 | 136,079 | 3,072,082 | 2,740,448 | 4.95 | 4.97 manufacture products con 
So ne 5 10,668 8,506 | 168,853 | 130,561 | 6.32] 6.51 siderably different from 
Textile and apparel.......... 9 5,582 4,797 | 138,373 | 113,834) 4.03 | 4.21 their peacetime products 
Weel Ce a) ie en g 170 142 3,877 3,667 4.38 3.87 f 1 th. th 
RO RRALe ees hs ui vem L es 81| 147,026 | 115,923 | 3,424,992 | 2,788,355 | 4.29] 4.16 are Iaced with the same 
AritGmobiles.....cj0. anc esee. 11 37,926 33,605 788,137 ile 4.81 a problem as the nonwar in- 
Aircraft and parts. ........-. 4 2,505 811 39,831 10,95 6.29 | 7. ddstes. Tes costly to re- 
Electrical machinery. ........ 7 1,298 1,218 28,200 23,439 | 4.60 | 5.20 : 

Iron and steel... .........-. 20 82,242 60,230 | 1,979,054 | 1,764,994 | 4.165] 3.41 equip these plants at to- 
Lumber and furniture........ 5 630 513 10,897 9,938 | 5.78 | 5.16 day’s high prices. 

Machinery (except elec.)..... 15 2,933 2,624 65,204 55,017 | 4.50 | 4.77 F Laer y= “ 
Nonferrous metals........... 3 3,208 3,036 92,473 88,687 3.47 3.42 : ton a O08 eeping 
Railroad equipment eR eee ee ee 5 5,528 5,422 172,695 167,404 3.20 3.24 viewpoint, depreciation 1S 
Stone, clay and glass........ 5 5,063 4,046 118,316 96,947 4.28 | 4.17 demi canunbinasiioss tkekuee 
Miscellaneous...........---- 6 5,693 4,418 | 130,185 92,539 | 4.37 | 4.77 g past e 


i hen additional reserve provided by one company for excessive construction cost of $10,500,000 is included. H 
Hear sehen edditional reserve  eoviaed by one company for high cost of replacement over original cost of $12,500,000 is 


included. 


penditures. Historical cost 


1Increase for fiscal year 1946. 


322 THE CONFERENCE BOARD 


November, 1947 


has the dual advantage of being definite and conve- 
nient, but it is a satisfactory basis only in a period of 
level prices. In a period of rising replacement costs, 
a large disparity between the cost of replacement and 


Table 2: Selected Companies with Substantial 
Increases in Depreciation Reserves, First Six 
Months, 1946, 1947 
Source: Tam Conrrrence Boarp 
Money Figures in Thousands of Dollars 


Depreciation Reserve 


tt Six Months 
Company crag 
1947 1946 

Kalamazoo Vegetable Parchment Co. ..| $1,044 $260 | 301.5 
United Aircraft Corp........-......- 1,740 485 | 258.8 
Aveo Manufacturing Corp............ 511 167 | 206.0 
Granite City Steel Co.......55.....5, 470 188 | 150.0 
Strooek & Co. 50 6si.Gregei ah qrtteess 63 29.) 117.2 
Sunray. Os Cox. ys-noe eine ose 2,490 1,244 100.2 
American Machine & Foundry Co..... 312 180 73.3 
Diamond Match Co. .......5.sc00088 160 95 68.4 
B: F: Goodrich Co... .3..2.8.2. 5 seer 3,899 2,335 67.0 
Panhandle Prod. & Refining Co....... Qi1 127 66.1 
Lockheed Aircraft Corp.............. 234 141 66.0 
Puget Sound Pulp & Timber Co....... 182 111 64.0 
Houdaille Hershey Corp.............. 248 155 60.0 
Hercules Powder Co................: 3,456 2,162 59.9 

. U.S. Steel Corp.. teseeeess| 41,6980) 26,117 59.6b 
Libby-Owens-Ford Glass Co. iscaeamn 1,002 642 56.1 
Borg-Warner Corp............-...-5 1,365 882 54.8 
Thompson Products, Inc............. 469 311 50.8 
American Cyanamid Con. a scteeteeee 3,409 2,299 48.3 
Wood, Alan Steel Co. . oth snake aia i 485 327 48.3 
Johns-Manville Corp........ Saat hen ml eOge 1,155 46.6 
Sharon'Steel Corp. 1.08.08 ccs "643 445 44.5 
Republic Steel 'Co..,,..5. aneeasee samen 7,821 5,545 41.0 
Monsanto Chemical Co.............. 2,710 1,927 40.6 
Midland Steel Products Co........... 170 122 39.3 
Inland: Steel Co, ;...... ce aeeeriaee eee 4,088 2,991 36.7 
Revere Copper & Brass Co........... 783 577 35.7 
Doernbecher Mfg. Co................ 57 42 35.7 
General Motors bi bi. See ee 28,445 | 21,060 35.1 
Square D Co... Pe ae ae 130 98 32.7 
Eastman Kodak Co. . is em DOT 3,943 31.0 
Jones & Laughlin Steel Corp... ..| 5,785 4,565 26.7 
Ward Baking Co.o4: 2-2, pepe enistenies 619 495 25.1 
Union Oil Co. of Calif................] 10,409 8,410 23.8 
Bucyrusine' Cos. Se caes ones eee 884 313 22.7 
Celanese Corp. of America............ 3,578 2,924 22.4 
Studebaker. Corps «../0i5:< cise sassinsae sina. 911 748 21.8 

E. I. DuPont de Nemours & Co....... 16,031¢| 13,228 21.2d 
Bausch-Lomb Optical Co............. 334 276 21.0 
Mead Johnson Co........+.:..5-05-- 151 125 20.8 
GulfOW' Corrine. ure gee tees cee ae 32,700 | 27,182 20.5 
American Seating Co................ 107 89 20.2 
Air: Reduction Co. sie ssc.cchtantsee oan ss 1,604 1,359 18.0 
Standard Oil Co. of Indiana.......... 21,885 | 18,652 17.3 
National Steel Corp...............-- 4,344 3,766 15.8 
Standard Oil Co. of Calif.............1 20,981 | 18,803 11.6 


aAdditional reserve to cover wear and exhaustion of facilities over that based upon 
inal cost $12,500,000 
cluding special reserve 107, 5%. 
cAdditional reserve for excessive construction costs $10,500,000. 
uding special reserve 100.6%, 


the amounts set aside for depreciation may cause the 
gradual disappearance of capital. When depreciation 
charges fail to maintain capital assets, profits are 
unreal to the extent of the deficiency. 

The Internal Revenue Code allows a reasonable 
deduction for the exhaustion, and wear and tear of 


property used in trade or business. These deductions 
are in equal annual instalments or in accordance with 
some other recognized practice. In computing the 
allowances, no recognition is made of the replacement 
cost of the asset, and special reserves for higher re- 
placement costs and contingencies which corporations 
are setting up are considered part of taxable income 
by the Bureau of Internal Revenue. These extra 
reserves may also be subject to the penalties of Sec- 
tion 102 of the Revenue Act, which imposes a tax on 
“corporations improperly accumulating surplus.” 


AUTOMOBILES HIT HARDEST 


Of the seventeen industrial groups for which data 
are available, eleven actually show a decrease in the 
rate of depreciation in the first half of 1947 from the 
rate for the same period in 1946. Nondurable indus- 
tries which show a decrease are chemicals, food, petro- 
leum, rubber, and textiles. Among the durable goods 
industries, declines occur in automobile, aircraft and 
parts, electrical and nonelectrical machinery, railroad 
equipment, and miscellaneous companies. The great- 
est decrease in rate is in the automobile industry, 
where depreciation charges fail to keep pace with the 
huge expansion in property. The property account 
increased almost 65%, while depreciation charges rose 
only 13%. 


METHODS FOLLOWED 


In an effort to offset the inadequacy of depreciation 
provisions some companies are setting up additional 
reserves. One company has made provision for exces- 
sive construction costs, another for the higher cost 
of replacement over original cost. Many companies 
have set up contingency reserves where there were 
none in 1946, while others are adding to reserves pre- 
viously established. These reserves are often intended 
for use in replacing plant and equipment at higher 
prices. 

Because of restrictions upon construction during 
the war, firms in nonwar industries for the most part 
could not replace worn-out equipment. The first op- 
portunity these corporations had to replace equip- 
ment was in 1945. By then, wholesale prices of build- 
ing materials had increased about 30% over 1939. 
Of these materials, lumber showed the greatest 
increase—66%. However, since controls were lifted 
for less than six months before they were replaced 
in March, 1946, very little work was started. By July, 
1947, when all controls on construction were lifted, 
building materials reached 175.7 (1926=100), a 94% 
increase over 1939; lumber was up 189%, brick and 
tile 57%. By the end of October, the index of build- 
ing material prices had increased to 184.4. 


Frances J. Mrs 
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Business Highlights 


OSSIBLE reinstitution of domestic trade controls 
seemed reflected in an easing of inflationary pres- 

sures in the closing weeks of October. Wholesale farm 
and food prices, partly owing to fear of Congressional 
control and partly because of consumer resistance, 
stabilized during the month. In the two weeks ended 
October 25, the Bureau of Labor Statistics index of 
wholesale and food prices fell 3.8 points. The bureau’s 
daily index (August, 1939=100) of foodstuffs 
dropped from 431.0 on October 23 to 419.6 on October 
30. Farm products registered a decline of more than 
12 points in the same week. 

Production, the healthiest antidote for inflation, 
also showed signs of expansion. In October, steel pro- 
duction reached a postwar high of 97.1% of capacity, 
engineering construction contracts awarded were at 
the year’s peak, and bituminous coal mined was the 
highest since the miner’s day was shortened by an 
hour. Automobile production and electric power out- 
put likewise continued at near-peak levels. From all 
indications, the October industrial production index 
will exceed September’s by approximately 2 points. 

In September, the Federal Reserve index of indus- 
trial production (1935-1939=100) increased to 185, 
only 5 points below the March high. The larger out- 
put of steel and of most types of machinery and 
transportation equipment was the principal cause of 
the activity in durable goods. Rayon, textile, paper- 
board and petroleum products activity in September 
raised the nondurable index two points. Moreover, on 
the basis of a survey of the nation’s factories and 
mines, the Federal Reserve forecasts an even higher 
rate of output in January, 1948, surpassing the March 
high of 190. 


INVENTORY ACCUMULATION 


Early in the year, business expected a collapse in 
price resulting from consumer resistance. Today, 
moderately higher prices are anticipated without fear. 
And so, while stocks were hastily reduced in the 
summer months, often at a loss, they are now being 
accumulated in anticipation of record year-end sales. 

The Department of Commerce estimates that re- 
tailers, wholesalers and manufacturers increased in- 
ventories by approximately $1 billion in September 
compared with $764 million a month earlier. Pre- 
liminary indications reveal that wholesalers’ and 
retailers’ inventories constitute the greatest part of 
the increase. Part of the increase reflects price rises. 


1For further discussion see “Both Inventories and Shipments Rise” 
in this issue, p. 335. 


The greatest proportion of the August total (latest 
data available) was added to retail stock—$349 mil- 
lion. (See Table 1.) Of this, almost 83% was in non- 
durables. August was the first month since March 
that nondurable goods retailers increased stocks, but 
they were still $304 million less than in March. Retail 
stock depletions in May, June and July totaled $818 
million. In proportion to the month’s sales, however, 
inventories were heavier than in August a year ago. 
Record postwar sales were reported for September, 
but unseasonable weather in October may have af- 
fected sales of winter apparel. Department store retail 
sales, however, were well sustained in October. 


Iron and Steel Prices 
Source: Iron Age 
Dollars per Gross Ton 


HEAVY MELTING 
STEEL SCRAP 


0 
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Wholesalers’ inventories increased by $108 million 
in August, but durable goods actually declined by $12 
million. Nondurable goods inventories at the end of 
August were $213 million below the March high. The 
ratio of wholesalers’ stocks to sales this August was 
139 as compared with 106 for last August. 

Manufacturers’ inventories have been rising stead- 
ily, but the bulk of the increase is in purchased mate- 
rials and goods in process. (See Table 2.) Of the 
$307 million increase in manufacturers’ inventories in 
September, less than 11% represented finished goods, 
while 27% was goods in process and 62% was pur- 
chased goods. In comparison with last August, 
finished durable goods inventories increased one third 
as much as the total of purchased and goods-in- 
process inventories. 

Shortages of critical materials and delay in deliv- 
eries of parts necessary for completion caused goods 
in process to accumulate. 

Despite the optimistic outlook, business is actu- 
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TABLE 1: ESTIMATED VALUE OF BUSINESS INVENTORIES!, WHOLESALE, RETAIL AND MANUFACTURED 
Source: Department of Commerce 
In Millions 


Non- 
Durable | qurable | Wholesale 


Total Mfg. onda — 


1946 January... .| $46,601 | $16,369 | $7,938 | $8,431 | $4,258 
February...| 27,073 | 16,590 8,082 8,508 4,254 
March..... 27,746 | 16,829 8,377 8,452 4,375 
Aprile nee 28,021 | 16,837 8,422 8,415 4,413 
May....... 28,374 | 16,934 8,545 8,389 4,458 
JUNE Snes 28,787 | 17,175 8,777 8,398 4,498 


DULY cy eae os 30,091 | 18,010 
August.....] 31,330 | 18,466 
September .| 32,428 | 18,886 
October....| 34,007 | 19,533 
November.,} 35,196 | 19,896 
December..} 34,926 | 20,259 


1947 January....| 36,019 | 20,805 
February...} 37,131 | 21,176 


9,029 8,981 4,642 
9,289 9,184 4,809 
9,548 9,338 5,055 
9,800 9,733 5,338 
9,972 9,924 5,738 
10,192 | 10,067 5,939 


10,470 | 10,335 6,271 
10,739 | 10,437 6,514 


Marchts 7.’ 38,295 | 21,612 | 11,053 | 10,559 6,729 
Aprilsh 2 38,852 | 22,058 | 11,320 | 10,738 6,823 
May.......| 38,823 | 22,424 | 11,633 | 10,791 6,734 
JUNE. oe «2 38,749 | 22,637 | 11,772 | 10,865 6,755 


11,876 | 10,800 6,660 


July.c meee 38,489 | 22,676 
12,021 | 10,962 6,768 


39,253 | 22,983 


Non- Non- 
durable Durable | durable 
Goods Goods Goods 


$2,665 
2,701 


$1,714 | $4,260 
1,864 4,365 


1Book value as of end of month. 


ally beset with many problems, almost all of which 
point to higher prices. The temporary general 10% 
increase in freight rates will undoubtedly affect the 
costs of the nation’s industries. The railroad’s request 
for a permanent 26.8% general increase in rates is 
currently being argued. 

Another black cloud on the business horizon is fear 
of labor difficulties. Ward’s Automotive Reports late 
in October stated that “pay-boost programs are cer- 
tain to be initiated at the UAW (CIO) convention 
in November—a further influence that will make for 
an upward inclination in automotive product pricing.” 
The CIO convention at Boston adopted a resolution 
calling for the reestablishment of “price control on all 
commodities and rationing for food, clothing and 
other necessities of life.” Delegates pledged them- 
selves to continue labor’s “unremitting fight through 
collective bargaining for wage increases to lighten the 
burden which the reactionaries seek to impose upon 
the people.” 

Industrial raw material prices also rose during 
October. An increase of $.20 a barrel in crude oil 
brought the price to the highest point since 1920. 
Gasoline and fuel price increases followed late in the 
month. Probably the most important increase oc- 
curred in steel scrap. 


SCRAP PRICE INCREASES 


Major scrap price increases ranked high among the 
significant developments of the month. The price of 
heavy melting steel scrap rose to $42.58 on October 
28 from $37.75 one month earlier. In many areas, 
prices were reported even higher. 

Buyer resistance and large-scale withdrawals from 
the market were reported. Approximately three 


2,759 2,016 4,526 
2,758 2,039 4,732 
2,741 2,101 4,881 
2,723 2,186 4,928 
2,799 2,319 5,120 
2,910 QATT 5,578 
3,044 2,682 5,805 
3,260 2,950 6,186 
3,559 3,190 6,372 
3,636 2,911 5,817 
3,787 3,192 5,751 
3,888 3,416 6,025 
3,969 3,774 6,180 
3,950 3,796 6,175 
3,786 3,688 5,977 
3,707 3,608 5,749 
3,636 3,566 5,587 
3,756 3,626 5,876 
Table 2: Manufacturers’ Inventories, by Stage 
of Fabrication! 
Source: Department of Commerce 
In Millions 
1946 
Category 
August 
(AM industried:...:1s..c mn ete ee aeeine $22,983 | $22,676 | $18,466 
Purchased materials............... 10,070 9,879 8,785 
Goods insprocess: 0. ghee asi... conor 5,689 5,605 4,406 
Minished ;cOOGSs u~ sutenies fe cae earers 7,224 7,192 5,275 
Durable goods industries,............ 12,021 | 11,876 9,282 
Purchased materials and goods in 
Process: . 4g. nee apltaneoete aie 9,022 8,888 7,009 
Finished go0dsn..,  ¢s.<..sgiaes cue es 2,999 2,988 2,273 
Nondurable goods industries.......... 10,962 | 10,800 9,184 
Purchased materials and goods in 
PIOCESS fois 2:5 /s,0' ss Seale eels 6,737 6,596 6,182 
Finished) voods../. kg. SR gas 4,225 4,204 3,002 


1As designated by the individual manufacturer at the end of the month; the finished 
product of one company may be purchased material of another. 


months ago similar action was effective in stabilizing 
scrap prices, but in the present market it was regarded 
by some as a useless measure. High prices have thus 
far failed to increase scrap shipments substantially, 
according to the American Iron and Steel Institute. 
The possibility that scrap collectors were holding off 
for still higher prices also caused considerable con- 
cern among steel producers. Many in the industry 
feel that it is only a matter of time before increased 
costs will force revision of the price schedule. 

The changing relation of steel scrap prices to pig 
iron prices, presented in the accompanying chart, re- 
veals today’s serious problem. Historically, steel scrap 
prices are lower than pig iron prices. In 1920, when 
prices were the highest of any prewar year, the rela- 
tionship was almost two to one; that is, pig iron was 
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almost twice as costly as steel scrap. In 1939, pig 
iron sold for $21.19 as compared with scrap at $16.39. 
Government control in World War II fixed prices in 
almost the same relation—at $23.61 and $19.17, re- 
spectively. Since early 1947, however, scrap prices 
have almost consistently exceeded pig prices, and this 
change in pattern seems particularly pronounced in 
recent weeks. At the end of October, the cost of pig 
iron and steel scrap, according to Iron Age, was $36.96 
and $42.59, respectively. 

This unusual price situation results from a com- 
bination of factors. Unprecedented demand and short 
supply of finished steel have caused a shortage of 
purchased scrap and, in turn, scrap shortages hamper 
further steel production. Moreover, shortages of good 
coke and the need for furnace repair have limited pig 
iron output. Blast furnaces have been operating at 
89% of capacity compared with 100.8% and 98.2%, 
in the war years 1942 and 1943. Thus, the possibility 
of substituting pig iron for steel scrap, as a partial 
solution to the tight scrap situation, is limited. 

The Bureau of Mines estimates that total stocks of 
steel scrap in the hands of consumers and suppliers at 
the end of August was 4,470,200 net tons compared 
with 7,445,304 net tons in September, 1939. Under 
ordinary conditions, stocks are accumulated in the 
fall to assure adequate winter supplies. Unless further 
scrap is released from government stock piles, dim- 
inishing stocks may rival the postwar low of 3,584,000 
tons on hand last December. This compares with 
7,897,000 tons of scrap in stock at the end of Decem- 
ber, 1939. 


Accelerated disposal of government surplus and © 


the return of scrap from overseas are regarded by 
both the steel industry and the government as impor- 
tant relief measures. 

Government agencies, it was recently announced, 
plan to offer 1,230,000 tons of iron and steel scrap 
in the first six months of 1948. From March through 
November, 1947, they will have released 1,890,000 
tons. The Navy’s supply of ships ready for scrapping 
is said to be running out, as is that of the Maritime 
Commission. The government expects to draw heav- 
ily on the domestic resources of the Army, the WAA 
and on scrap originating in the war theaters. Approx- 
imately 500,000 tons is expected to be recovered from 
Europe in the first half of 1948. (A British survey 
estimates that about 5.5 million tons are available in 
Europe.) The Army is expediting the flow of this 
scrap from abroad by making available to successful 
bidders yard space and facilities near Bremen. Pro- 
hibitive costs, collection, sorting and transportation 
difficulties will prevent substantial shipments. 

Greater imports were also considered, but the need 
of scrap abroad makes this possibility remote. In the 
first eight months of 1947 imports totaled 21,666 net 
tons compared with exports of 113,194 net tons. At 
an annual rate, imports are 7.5% above last year but 
only about one fifth of war year peaks. Exports this 
year are running about twenty thousand tons above 
1946, but total only 4% of the 1939 exports of 4,014,- 
572 net tons. Exports of similar quantities in prewar 
years are a major contributing factor to the present 
shortage. 

Rose Nariicu 
Division of Business Economics 


European Rehabilitation and American Coal 


MERICAN exports of coal and coke to Europe 
are destined to strain the port facilities of the 
United States for another year or more if the estimates 
of the Paris conference and of the Secretary of the 
Interior are to be taken at face value. But these ship- 
ments, which in August of this year reached an 
annual rate far in excess of our total exports of these 
fuels in any prewar year, are of much greater signifi- 
cance as a factor in European rehabilitation and as 
an indication of the disruption of normal industrial 
and trade lines across the Atlantic than as an influ- 
ence upon the economy of the United States. 

Even total exports of 72 million tons of coal in 
1947, as now estimated by the Secretary of the Inte- 
rior, would leave us nearly 600 million tons for our 
own consumption. Rarely in peacetime has the 
United States consumed as much in any one year. 
Shipments to Europe from the United States in 1947, 


which are expected to increase if anything in 1948, 
constitute about 7.5% of the requirements of that 
continent, excluding Poland and the other countries 
under Russian influence. This state of affairs is in 
strong contrast to the prewar situation when the 
Western European countries as a group were net ex- 
porters of coal. 


A FIVE-YEAR PERIOD 


Both the Paris conferees and the Secretary of the 
Interior are of the view that American exports of 
coal to Europe will remain abnormally high for half 
a decade, although not so large as during the past half 
year or somewhat longer. The estimates of both, 
however, rest upon certain assumptions. One of them 
is a sharply expanding economy in Europe and the 
other is an increase of about 100% during the next 
few years in the export of coal from Poland to the 
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remainder of Europe outside Russia and the areas 
under direct Russian influence. They likewise assume 
a substantial enlargement of coal production in other 
European production areas, notably Great Britain 
and Western Germany. 


Production and Exports 


Production of coal in the United States was 546.5 
million tons through October 25 of this year, an 
increase of 11.2% over the same 1946 period. At an 
annual rate of 668.6 million tons, this would be a rise 
of 47.7% over the 1935-1938 annual average of 452.6 
million tons. (See chart.) 

Total United States exports of coal and coke for 
the first eight months of 1947 totaled 50.5 million 
tons. This, at an annual rate, is almost six times the 
1935-1938 average. Coal exports comprised 11.5% of 
production through August of this year, as against 
only 2.9% for the 1935-1938 period. During that period 
our exports to Europe averaged 35,100 tons, or 
0.27% of our total exports of coal. With the war’s end, 
coal exports to Europe showed unprecedented gains. 
Up to September, exports this year have totaled 26.5 
million tons. At an annual rate, exports to Europe 
during the first eight months totaled 40.0 million tons, 
or 52.58% of the total United States exports of this 
commodity. (See Table 2.) Such a marked increase 
dramatically points up the existence of highly ab- 
normal economic conditions, namely: drastically cur- 
tailed coal output of European countries stemming 
from a severe shortage of experienced miners; impair- 
ment and demolition of mines and miners’ homes dur- 
ing hostilities; food shortages; outmoded and ineffi- 
cient machinery, and considerably greater demand for 
coal growing out of postwar reconstruction needs. 


Some Vital Uses 


Coal directly or indirectly furnished four fifths of 
the power consumed by Western Germany and the 
sixteen nations represented at the Paris conference. 
Although over the next three or four years these coun- 


tries will probably resort to the use of greater quanti- 
ties of petroleum, coal will still be the prime source of 
power. 

Coal is also essential in obtaining plentiful food 
crops. Although inclement weather was a strong fac- 
tor in Europe’s low food production this year, scar- 
city of fertilizers was also an important deterrent. 
During the war, the soil of Europe deteriorated. 
Fertilizer is badly needed. Potash and phosphate 
can be had in limited amounts only. There is an 
acute shortage of nitrogen. Because coal is lacking, 
Europe has idle facilities capable of producing annu- 
ally about 380,000 metric tons of nitrogen. Seven or 
eight tons of coal are required to produce one ton of 
nitrogen, but one ton of nitrogen, combined with 
other plant foods, will increase the yield of wheat on 
an appropriate acreage by twelve tons. The shortage 
of coal is thus reflected in the shortage of food.” 


‘Department of State, Committee of European Economie Cooper- 
ation, General Report, Paris, September 21, 1947, p. 18. 

*From an address by Willard L. Thorp, Assistant Secretary for 
Economic Affairs, Department of State, before the Coal Exporters 
Association of the United States, September 25, 1947. 


Table 2: United States Exports of Coal and Coke 
Source: Department of Commerce 
Thousands of Short Tons 


614a| 11,965 


TOS6 sera tek 670a| 13,003 49 
UU eee 527 | 14,586 16 
TOSS i creeee corey 487 | 12,886 23 
ORD rae tens 590 | 14,770 1.52 
tL LURS Sar eee 804 | 19,938 3.49 
hd cee 709 | 24,829 1.50 
1048 Faeroe 22,943 840 | 28,222 90 
LDA Feel asuee 995 | 30,970 -95 
Ue en 867 | 31,085 -70 
LO4OT, creer 27,942 33,112 12.87 
1946 Pract ciara 37.41 
1946 (8mos.).... 31,257 | 13,040 | 41.72 
1947 (8 mos.).... 537 | 50,473 | 26,541 | 52.58 

alncludes coal and coke briquets. o 


TABLE 1: UNITED STATES EXPORTS OF COAL AND COKE TO EUROPE, BY COUNTRY OF DESTINATION 
Source: Department of Commerce 
Thousands of Short Tons 


—————— | —— | | 


Year Sweden Norway Denmark 
OBB. i..2 6 5s sie sl we ce Gaevle ie Tide] ese 
Es Se eRe INE Cit OOo aC le 4 ate. ci YA Ml ecb 
LOST sass cors as Kgiatatm ciglnerore sagin el = ietsll) Lmereterecee BO kts setts 
OSS. 5:. att cimattiaabe + caleeera diets > 7478 Le eae BOE coeant 
TOSD: 5. ccc cid os se a ene op 5 aie 26.5 46.6 6. 
LOAD: «cis vay atte windghe CER Tie See ear 78.8 134.7 10.7 
LOS 5 ec jtairen See ER bike ca SUDAMIRe E UIPERCRERCORIE MIMere sc 
TORS «5 sc naiele damit Sete cag lees ge a) hal ct ccT nD eee Glare co emer 
Ee ee ee eer oe a ee a err ecm ESS arr mn ee Re 
OBA 5:5. ston ovis black wre y wsin aay Site ate RU eats lg lete eT Meteo ate ned ds etree 
ROAD ee eile x 5 whale ublotld winks Se 225.9 353.6 214.7 
NOM a iechsiisee nica Aa pene aa 1,115.1 153.4 1,060.5 
TOAG HB OND) co naw. ents aetna 787.1 579.3 657.6 
VAT (BS mig.) S.A ee sae ee iN 1,639.8 936.7 1,985.1 


Netherlands Belgium Italy Other Europe!/Total Europe 
Ni ot ees eee 17.8 6 22.5 
Fe eer: oo 45.7 10.8 63.7 
4.1 3.8 9.2 3.8 24.1 
sfeerdered Wi ees Seat 2.8 8.0 30.2 
As tea ue toc 39.8 59.3 224.4 
Sr esnaeriy le eae 128.9 342.1 695.2 
SR, Wotan ae Pier eh IE RC 3 8371.5 371.5 
was Fre, ll Bieercaated lek cer Gael AIO ieee 253.4 253.4 
eracrreee) Perera oe sy eee oe eee ee 293.9 293.9 
akties if! Ean tig ee | MRR PaKantne |  s.akre ae 219.4 219.4 
433.8 571.4 109.9 681.1 4,259.8 
1,700.9 1,665.4 :936.0 1,225.6 | 18,807.7 
1,182.3 1,088.8 3774.8 828.5 | 18,089.9 
2,120.1 2,784.4 004.1 2,471.3 | 26,540.8 


MIncludes United Kingdom, Eire, Switzerland, Finland, U.S. S. R., the Azores, Spain, Portugal, Gibraltar, Yugoslavia, and Greece. 
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Before World War II there were only three sizable 
exporters of coal besides the United States—the 
United Kingdom, Germany and Poland. Together, 
these three were able to meet the demands of Europe. 
The derangements following the war have substan- 
tially altered this situation since all three nations are 
producing below their prewar levels. The Ruhr area 
in Germany was heavily damaged and is in need of 


United States Production of Coal 
Source: Bureau of Mines 
Millions of Short Tons 


1935 1937 939 ~—« 194119431945 “(947 1949 
considerable rebuilding. Although Poland has been 
exporting coal, over half has been going to Russia, 
and the Scandinavian countries have been receiving 
most of the rest. According to data compiled by the 
Ministry of Fuel and Power, productivity per man 
shift worked in the United Kingdom through August, 
1947, was 10% below the 1935-1938 average, while the 
average number of miners has fallen to 709,000, as 
against the prewar figure of 769,000. As a result, coal 
production in the United Kingdom for the first eight 
months of this year, is at an annual rate that is about 
17% below the 1935-1938 average. 

The Paris report estimates that production of coal 
by the sixteen participating nations and Western Ger- 
many in 1947 will be only 80% of the 1938 output, 
but that by 1951 these countries will have an aggre- 
gate production of 30 million metric tons, or 5.8%, 
more than in 1938. To accomplish this rather ambi- 
tious goal, more skilled labor, greater mechanization, 
and more adequate food and housing will have to be 
forthcoming. At present the European Coal Organi- 
zation is studying methods of obtaining more mining 
supplies. The requirements of imports of United 
States coal would decline if United Kingdom and 
Ruhr output expanded and if increased supplies come 
forward from Poland. Imports of American coal are 
uneconomic and their discontinuance would mark an 
important stage in European stabilization. 


Suirtey S. Horrman 
Division of Business Economics 
1Paris Report, op. cit., pp. 45, 83. 
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Boom Areas Still Growing 


{ he eeu the war, the largest population gains 
were made by areas which had previously been 
expanding industrially. These areas have on the 
whole kept their wartime gains and in many instances 
have added to them. 

The extent of the increasing concentration of popu- 
lation in certain industrial states may be seen in 
Table 2. From 1940 to 1945, increases in the civilian 
population of eleven states ranged up to 21.1%. In 
this period, the civilian population for the nation as 
a whole decreased 3.2%. The extent of concentration 
in thirty-four selected metropolitan areas! may be 
seen in Table 1, which shows the growth of population 
in certain metropolitan districts of 50,000 persons or 
more. From 1940 to 1943, population accretions of 
these metropolitan areas ranged up to 45.2%. In- 
creases were greatest in the Norfolk-Portsmouth- 
Newport News district (45.2%); San Antonio 
(30.7%); and Seattle (20.1%); Portland, Oregon 
(20.1%) ; and San Francisco-Oakland (19.2%). 

Most areas of sharpest rise had a concentration of 
skilled labor and industrial facilities. The general 
belief has been that these areas were overexpanded 
and therefore vulnerable to postwar deflation. 


POSTWAR DEVELOPMENTS 


The postwar period has seen no significant redistri- 
bution of population. Civilian population has in- 
creased in all forty-eight states since 1945, as a result 
primarily of the demobilization of the armed forces. 
Nevertheless in only thirty-seven states did the pop- 
ulation increase from 1940 to 1947, and in only seven- 
teen states was the increase greater than the national 
average of 8.5%. 

All of the densely populated metropolitan areas 
shown in Table 1, with the exception of Norfolk- 
Portsmouth-Newport News and San Antonio, showed 
population gains from 1943 to 1947. Norfolk-Ports- 
mouth-Newport News decreased slightly, and San 
Antonio showed no change. Both are still well above 
their 1940 total. 

A major cause of the seeming permanence of the 
wartime shift in population to these areas has been 
the continuance of a high level of economic activity. 
Since more than 50% of internal migration in the 
postwar period has been in some way connected with 
employment, areas which remain highly industrialized 
attract the major portion of migration. Migrations, 
it has been estimated by the Bureau of the Census, 

1The areas covered are the only ones for which Census data are 
available in the postwar period. Not all metropolitan districts are 


included—for example, San Diego, Cleveland, Houston, Charleston, 
(S. C.), and Mobile do not appear in the table. 
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total more than 25 million since 1940. Approximately 
40% of these migrations occurred since the end of 
the war. 

Evidence of the ability of these metropolitan areas 
to support their increased populations may be seen 


Table 1: Percentage Change in Population, Labor 
Force, and Employed Labor Force, in Thirty-four 
Selected Metropolitan Districts! 

Source: Bureau of the Census 


Population Em- 
ah en) | Labor | ployed 
Metropolitan Districts Force abor 


1940 1940 1940- | Force 


to to 1947 1940- 

1943 1947 1947 

Norfolk-Portsmouth-Newport News...] 45.2 | 42.6 | 38.1 | 5.8 
San Francisco-Oakland.............. 19.2 | 39.3] 44.6] 9.8 
ogrAnpeleas..¢. 3, non tes asebl st eee 7.6 | 34.9 | 38.2] 9.8 
Seattle. iis th care ee eee 20.1 | 33.2 | 31.9] 8.8 
Washington, D. Ci. aekees ee eee 28.2 | 32.8 | 32.7 6.5 
Portland, ‘Oregoisd. 56 .2..ne eee 20.1 | 31.5 | $2.8 | 10.6 
San “Antonio cise cre trace a ee eee 30.7 | 30.7 | 35.4 | 15.1 
Baltaidret se 6.20 oo eee. See 11.6 | 24.8 | 28.0 5:5 
Dslas: R35 Har scat: ee Ape tae ae 10.6 | 24.8 | 22.0 | 10.6 
Pirin ghamengne eer wea) ee cee 3.8 | 23.2 | 26.5 | 18.3 
Denvertieacnc tl, aren ees te 6.1 1'22.7 1 30.2 | 14.8 
Alber ra) csc: SS, on RIA hcl 5.9 | 21.1 | 31.5 | 20.6 
Mier phis: ote. ice demas cues sere 6.2 | 21.1 | 21.6 | 10.0 
Salt Dake Gitvegasn: ascue ce oe eae 10.4 | 19.9 | 29.9 | 12.4 
Colnribusus. fads ctu eee 7.7 | 18.2 | 23.0 | 12.0 
Di eGratts o cng «arte Makai sdo~ th ea aE 8.1 | 17.7 | 22.2 | 10.8 
ebiladelpliras v6. sue ty) eee noe 0.3 | 16.4 | 21.2 | 138.6 
DURLOUIS Leon arene ee eee 4.7 | 15.8 | 18.1 ] 13.0 
New Hayenis 25:88 «tc eh ee —0.4 | 14.2 | 15.0 | 11.8 
PINAR a ior Abn coe Cac eae Tat \VSe 1S Ss wo 
A Clete Ais ayes tie Sees aie ee Cte 9.6 | 12.6 | 14.9 | 11.3 
Rochester, WN Vexe soo ncnn tee ee —4.1 | 12.6 | 23.6 | 12.4 
Ci} Cs {oO Oe ce ie Re 8 -5.7 | 12.2 | 18.5 | 20.8 
New: Orleans. . 7: 80, sauce 5.4] 11.4] 9.5] 15.0 
Minneapolis-St. Paul................ -1.5 | 10.4] 10.9 | 17.4 
New York-Northeastern New Jersey. .| 4.6 | 8.5 | 12.6 | 11.4 
BOSON... 5 c)--4 Sane bs esate so Ee 4.6 8.5 | 10.1 | 18.0 
Pittsburgh’. wasws. eee ae eae =e 658 L027 194 
Allentown-Bethlehem-Easton.........] 1.6] 3.9] 7.5 | 11.7 
Lowell-Lawrence-Haverill............] .... 8-81 -9.9)138.1 
CHICK GO tastes. as tae eee =-0.9 | 3,2) 8.2 | 138.3 
Youngstown. duncan otc e ee eee 1.9] 2.2] 9.3] 21.9 
Worcéster, 65... : ihe ancien dene -5.1 sOi Leet Aletoee 
Scranton-Wilkes Barre............... -17.9 |-14.8 |-13.7 | 33.4 


ieee a tae epee ovens population in April, 1940, and civilian popu- 
in statistics of the number of persons employed as a 
percentage of the labor force. For example, the Los 
Angeles metropolitan district in 1940 had a total labor 
force of approximately 1,244,000 persons, of whom 
1,075,000, or 86.4%, were employed. By 1944, the 
total labor force of Los Angeles had increased to 
1,543,000 persons, of whom 1,520,000, or 98.6%, were 
employed. The labor force has continued to increase 
in the postwar years, and by 1947 had reached 1,720,- 
000 persons, of whom 1,624,000, or 94.4%, were em- 
ployed. 

Thus, despite an increase in the labor force of 
almost half a million in the seven years since 1940, 
a greater percentage of the total Los Angeles labor 
force is now employed. The remaining thirty-three 
metropolitan districts included in Table 1 show sim- 
ilar increases. 


During the war years the predominant economic 
activity in these areas was industrial. As wartime 
activity declined, reconversion of industrial facilities 
to peacetime use employed a part of the swollen labor 
force. Most of the remaining slack was taken up by a 
shift of employment to other activities. 

Thus the industrial centers which expanded during 
the war have been able to retain most of their in- 
creases in population caused by the war. Only one of 
the thirty-four metropolitan districts is now below 
its 1940 population (see Table 1). The other centers 
are from 0.8% to 42.6% larger. 

Where areas have lost population through postwar 
emigration, they have made it up to a great extent 
through immigration following a pattern established 
in prewar years. The major effect of the war on mi- 
gration was to accelerate the existing trend. Inter- 


Table 2: Percentage Change in Civilian 
Population from 1940-1945 and 1945-1947 


Source: Bureau of the Census 


July 1, | July 1, 
State 1940 to | 1945 to State 1945 to 
July 1, | July 1, July 1, 
1945 1947 1947 


Maine....... ...| 5.8 .2 || West Virginia. .} -11.8 9.6 
New Hampshire.) -6.3 .0 || North Carolina.| -6.6 | 10.1 
Vermontin... 5:1 -8.5 8 4.4 5.2 
Massachusetts..} -5.2 .3 || Georgia....... -7.9| 19.5 
Rhode Island...) -4.8 .4 || Florida........ 4.2} 18.3 
Connecticut..... 4.0 .5 |] Kentucky..... -10.8 8.5 
New York...... -6.5 .9 || Tennessee..... -5.3 | 10.7 
New Jersey.....] -8.3 -1 || Alabama...... 7.0 7.8 
Pennsylvania...| -6.2 .0 || Mississippi....} -6.8 2.4 
Qhios sk faction 1.4 .0 || Arkansas...... -8.4 6.4 
Indiana........ 9 .2 || Louisiana...... 3.2) 11.2 
(ino cae -7.2 .0 |} Oklahoma..... -12.5 13.4 
Michigan.......} 5.0 pA ll) Lexas’...a sere 2.4] 12.8 
Wisconsin...... 6.7 .0 |) Montana...... -20.3 | 10.2 
Minnesota...... -6.4 6) ||pidahos coe. -15.5 8.8 
TOwanaa. <iracsied 6.8 .0 || Wyoming...... -5.9 14.2 
Missourist)c.c2 -8.3 .7 || Colorado. ..... -10.5 12.5 
North Dakota. .| -19.2 9 -8.7 | 10.7 
South Dakota. .} -19.3 .9 || Arizona....... 7.0 | 20.2 
Nebraska.......] 9.6 Ol Witelinces seiner 3.9} 10.4 
Keansas.isjoecre oe -5.3 .0 || Nevada....... 5.1 18.2 
Delaware....... -.5 9 16.7 8.3 
Maryland...... 4.6 .8 |} Oregon........ 18.2} 16.4 
Dist.of Columbia} 22.2 .9 || California..... 21.1] 16.2 
Wirgimias ocentac 1.2 6 


state migration immediately following the war was 
especially great because the shift from a wartime to 
a peacetime economy resulted in some shift in the 
location of job opportunities. Returning servicemen 
have shown some restlessness in relocating them- 
selves. 

Since migration thrives on prosperity, the flow 
of population from agricultural to industrial areas 
increases in good times. 


Irwin ScHWIMMER 
JosePH §, ZEISEL 
Division of Business Economics 
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More Cars—But Not Enough 


BOUT 3.5 million passenger cars will have rolled 
off assembly lines during 1947, according to 
present indications. If this record is reached, the 
1947 total will compare favorably with the mid- 
Twenties, mid-Thirties, 1940 and 1941, but will be 
a million below the all-time high in 1929. 
_ Earlier forecasts suggested a total of 3,750,000 units 
for 1947. Critical shortages of steel and other mate- 
tials, and strikes in the plants of the parts makers, on 
which the industry is so dependent, have been limit- 
ing factors. 

Factory export sales have not absorbed any more 
than a normal share of domestic production. As 
Table 2 shows, exports in the first nine months of 
1947 were 7.7% of total production, an amount which 
is about midway between the highs and lows of pre- 
war years. 


MORE CARS IN 7°48 


An output of 4,500,000 cars in 1948 is anticipated 
by some producers. This may be possible if the auto- 
mobile manufacturers are able to get enough steel, if 
there are no interruptions in parts supply and if the 
record of relatively peaceful labor relations in 1947 
continues. Some large producers do not contemplate 
extensive model change-overs. This will enable them 
to continue and even increase present production 
rates. 

Change-overs are not only being deferred in order 
to get maximum production while consumer demand 
and income remain high, but also because some of the 
improvements which manufacturers would like to 
make are not yet quite ready for incorporation into 
their vehicles. Furthermore, the cost of making new 
dies has increased greatly and there is a shortage of 
the skilled diemakers necessary to produce them. 

A market survey! estimates, on the basis of inter- 
views with a sample of car owners in urban communi- 
ties of 2,500 or more population, that the demand for 
new cars from April, 1947, to the end of 1948 is 9 mil- 
lion units. The intentions of persons without cars 
(many of whom, however, might reasonably be ex- 
pected to go into the used-car market) and rural car 
owners are not considered. This limited estimate of 
9 million cars has some validity as long as full em- 
ployment conditions continue and used-car prices do 
not fall drastically. A substantial weakening in these 
prices might well turn potential new-car buyers to 
used cars, and also cut down new-car purchases as 


1Crowell-Collier Automotive Survey, No. 11, 1947, The Crowell- 
Collier Publishing Co., Inc., New York. 


trade-in values declined and thus require a greater 
cash outlay on the buyer’s part. However, trade-in 
allowances might subsequently be increased to push 
new models. 

The intensity of demand for new passenger cars 
and the difficulty of keeping up with orders was high- 
lighted by officials of General Motors in their report 
to stockholders for the third quarter of 1947. In it 
they say that “the backlog of orders, particularly for 
passenger cars, has increased rather than diminished. 

. . The only solution to this problem lies in im- 
provement in the material supply situation.” 


CARS HAVE LONG LIVES 


The change since the war in the age of passenger 
cars in use is indicated in the following table: 


% in use % in use 
Age of Car July1,1941 July 1, 1946 
Hessithanbuvears Oldigituece. paasae-ous sy2 “ys 511% - 6% 
BOO years old 24 Laat ener sts ax las cole a ie 59 
LO.orgmore eats iolds fis: jase eis «ations «ads 17 35 


The average age of cars in use has been raised from 
about 5.5 years in the prewar period to 7.3 years in 
1944 and 9.0 years in 1946. Evidently it has for some 
time been possible to run a passenger vehicle for 
longer periods than the average owner did before the 
war. The average life of motor vehicles at the time 
of scrapping has risen steadily from 6.5 years in 1925 
to 12.0 in 1945. Accumulated mileage during the life- 
time of these vehicles has risen from 25,750 to 89,600 
over the same period. Average mileage on speedom- 
eters in 1947 is estimated at 58,000. 

Most car owners have been forced by wartime 
circumstances to keep their cars for longer periods 
than usual. In the light of this new experience the 


Table 1: Passenger Car Production 
Source: Automobile Manufacturers Association 
In Thousands, Based on Factory Sales 


nak cs 1947 (9 mos.)....... 
1189 passenger cars in 1943 and 610 in 1944 were sold from stock 
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frequency of turnover for replacement may possibly 
be affected in coming years. But since the manufac- 
turers apparently have such a large backlog of de- 
mand to satisfy in the immediate future, the probable 
size of the replacement market in the years ahead is 
not a matter of immediate concern. One industry 
executive believes that current demand may continue 
for three to five years. 


THE PRICE FACTOR 


The extent to which the price factor is important 
in the minds of car buyers is indicated by the Crowell- 
Collier survey. Of all car owners questioned, 51% 
stated that prices have caused them to postpone buy- 
ing. Forty-five per cent of the participants who plan 
to buy in 1947 and 1948 stated that they had already 
postponed purchases previously because of high car 
prices. In addition, 60% of those who plan to buy in 
1948 anticipate lower prices next year. It is likely 
that in this latter group are a majority of those who 
have already postponed purchase. 

In contrast, of all car owners queried, 48% feel 
that prices will be down in 1948. About one third of 
all those replying felt that prices would remain about 
the same. 

It is probable that the latter group will prove 
more nearly correct. Any price changes which do 
occur should, for the most part, be slightly upwards. 
With the abolition of federal regulation of instalment 
credit on November 1, credit terms for purchasers 
may be easier. Instalment sales have traditionally 
accounted for more than half of all automobile sales, 
and the relaxation of credit terms would provide the 


Table 2: Passenger Car Exports 


Sources: Department of Commerce; Automobile Manufacturers 
Association 


Based on Factory Sales 


% of Total Sales 


WIWIWNAOCMMAUWeDOW 


LGAT(D miO8;) 5 Suis cucnatny om tah cae ca ee eee 


purchaser with a partial corrective for his price diffi- 
culties. 

The amount of order duplication in 1947 is revealed 
by the fact that 25% have placed orders with more 
than one dealer and 21% for more than one make— 
sometimes two or three. 

The survey also indicated that 32% of those plan- 
ning to buy in 1947 or 1948 would purchase a smaller 


(not a bantam) less luxurious car selling under $1,000 
if such a car were placed on the market. 


A SATURATION POINT? 


Passenger car registrations have naturally declined 
during the war, but, by the end of 1947, it is esti- 
mated that they will have risen to a new high of 30.5 
million. This would exceed the previous peak of 29.5 
million in 1941. The amount and character of road, 
service, repair, traffic flow, parking and garage facili- 
ties existing at present is presumed to serve as a nat- 
ural check on total registrations. This is particularly 
true in large cities where traffic and parking condi- 
tions tend to discourage car ownership. Under exist- 
ing conditions, no more than 35 million registrations 
are considered possible. 

Because the shortage of steel has hampered pro- 


Table 3: Passenger Car Registrations! 


Automobile Manufacturers Association; United States 
Public Roads Administration 


In Millions 


Sources: 


DROOAPAHTIOWE 


cS] 2 WO 29 20 1 st 


1Includes bus and taxicab registrations for most states. eEstimated 


duction, car manufacturers have, at some points, sub- 
stituted aluminum. The use of this alternate metal 
has been made possible through developments in 
aluminum technology which have created a product 
strong enough to meet the purpose. 


INDUSTRY IN FLUX 


Plans for postwar expansion of facilities have been 
held up by material and labor shortages. Several 
plants of the major companies are now expected to 
come into production by the end of this year or 
sometime during the next. When the present pro- 
grams are completed, the industry will be a good deal 
more decentralized than at present. Relocation has 
been in favor of proximity to market areas. At least 
one large producer is decentralizing, it is reported, in 
order to relieve a situation developing in the organi- 
zation’s major plant. The plant in question appears 
to have grown beyond the point of maintaining opti- 
mum efficiency. 

Lawrence A. Mayer 


Division of Business Economics 
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Business Forecasts 


The Consumer Forecasts 


A poll of consumer’s purchasing plans, conducted by the 
Survey Research Center of the University of Michigan, for 
the Federal Reserve Board, reveals a large unsatisfied mar- 
ket for durable goods such as automobiles, radios, furniture 
and houses. Although the majority of consumers who are 
planning to buy such items in the twelve months following 
July, 1947, have not been discouraged by high prices, the 
survey found that a considerable number were postponing 
purchase awaiting lower prices. Of the consumers polled, 
13% intend to buy an automobile within a year; 22% 
intend to buy other durable goods in this period, and 6% 
expect to buy a house. In a similar study conducted last 
year, it was found that 8% expected to buy houses, but 
only 7% actually did. The percentage of consumers who 
plan to buy automobiles has increased since 1946, but on 

_ other durable goods the percentage has decreased. 


The Government Forecasts 


A continued high level of business activity during most 
_or all of 1948 is forecast by the Bureau of Agricultural Eco- 
nomics of the Department of Agriculture. “Basic demand 
factors in the domestic economy which were important in 
maintaining the extraordinary high level of output and 
employment in 1947 are likely to remain strong,” it says. 
These factors are continued large outlays for plant and 
equipment, some increase in new construction, and con- 
tinued large government expenditures. Farm income, says 
the bureau, may average as high as the record levels this 
year and further inflationary pressures may be expected to 
develop. Although foreign trade will probably drop, the 
bureau feels that a “moderate drop could quite possibly be 

' offset by an expanded rate of new construction alone.” 

Assuming strong consumer demand and labor peace, the 
Federal Reserve anticipates high sustained output through 
January, 1948. It is expected that industrial production in 
January will be 91% above the 1935-1939 index (seasonally 
adjusted), surpassing 90% attained in March of this year. 
In September, the index (1935-1939=100) stood at 185. 


Businessmen and Private Economists Forecast 


Three out of every four economists polled by F. W. Dodge 
Company anticipate a recession in the spring of 1948. The 
participants include economists with business corporations, 
financial institutions, universities and economic organiza- 
tions. Forty-one of the economists expecting a recession 
believed it would be mild, nineteen moderately serious, 
and eleven serious. February and March were most fre- 
quently named as the months in which the drop would take 

_ place. 

Of seventy-seven predictions on industrial production, 
thirty-six foresee “approximately stable” production next 
year, twenty-seven expect the trend will be steadily down- 

_ ward and fourteen say it will be steadily upward in 1948 
_ from the 1947 level. The majority anticipate an upward 
_ trend in the first quarter and a decline in the last three. 
_ As for wholesale prices it is the consensus of the econo- 


1For further discussion, see Federal Reserve Bulletin, Oct., 1947, 
pp. 1212-1215. 


mists polled by Dodge that they will continue increasing 
through December to 158 (1926=100). In August, 1948, 
it is expected the index will have fallen to 150 and by 
December, 1948, to 140. A period of price stabilization will 
occur when the index reaches 132, or 70% above the average 
wholesale commodity price in 1939. 

A majority of these economists also expect approximately 
stable to lower employment in 1948 as compared with this 
year. Only three of the seventy-eight expect a steady 
uptrend. 

Fifty-eight out of the seventy-six who participated in 
the construction forecast anticipate an over-all increase in 
construction contract volume, the median being 10%. 


COMMENTS ON RECESSION 


Sales volume in 1948 will equal or exceed that of 1947, 
say 84% of America’s leading companies. This was revealed 
in a poll of 102 companies in diversified fields, conducted by 
the Association of National Advertisers. 

Of the forty-seven companies which foresee greater vol- 
ume of sales, 70% believe the increase will not exceed 20%. 
Approximately ten companies anticipate a 20%-40% in- 
crease and four companies believe sales volume in 1948 will 
be more than 40% greater than in 1947. 

Francis B. Foley, president elect of the American Society 
for Metals, said that the current shortage of steel, which 
will last “for a long time to come,” is one reason no depres- 
sion will occur “for many years.” 

Although a slump is not certain, said Murray Shields, vice 
president of the Bank of the Manhattan Company, “recent 
developments have increased the risk that we shall experi- 
ence an economic setback when the forces making for the 
present boomlike conditions in industry have finally spent 
themselves.” 

The Committee for Economic Development entirely re- 
jects the “dangerous notion which now prevails too widely— 
that a great depression in the 1950’s is unavoidable.” 
Paul G. Hoffman, president of Studebaker Corporation and 
chairman of the CED, believes that “by adopting appro- 
priate measures, the drop between the peaks and valleys 
can be held to fluctuations of 20% or perhaps 15%.” 

Production of all types of radio and television receivers 
in 1948 will range between 12,900,000 and 15,300,000 units, 
compared with 16 million in 1947. This is the consensus of 
leading producers in the field. 

Construction activity will rise 10%-20% next year, said 
W. H. Shaw, head of the Construction Statistics Division of 
the Department of Commerce, late in October, but no drop 
in building costs is in sight. Still higher costs seem likely. 
“There are a number of special factors, such as the pro- 
posed increases in railroad transportation rates and the 
possible demands for higher wages if the cost of living 
continues to go up, that, if anything, suggest higher costs.” 
Major General Philip B. Fleming believes public construc- 
tion in 1948 should reach a total volume of $3.7 billion, 
30% above this year. On the basis of $9.8 billion of pri- 
vately-financed construction, public construction will ap- 
proximate 27% of the construction market, a slight increase 
over the 24% relationship expected this year but well below 
the one third which was the average in the decades prior to 
the war. 


Rost Nawicu 
Division of Business Economics 


Selected Business Indicators : 


(Annual statistics appear in “The Economic AJmanac 1946-47,” page 108) 


1946 Percentage Change 


August, 1947] September, | 9 Months, 


to 1946 to 1946 to 
September September, | September, | 9 Months, 
1947 1947 1947 


Item 
June 


Industrial Production 


Total (FRB) (S)s.sevsoie cee, 1935-39 =100 182 |r 176 184 +1.6 +2.8| +10.8 
Manufacturing (FRB) (S)........ 1935-39 =100 |] p 191 188 | r 183 191 +1.6 +2.7 +11.1 
Durable goods (FRB) (S)....... 1935-39=100 |] p 216 |r 210 | r 207 | r 219 +2.9 +1.9 +17.6 
Steel. 658s aca tern SG wiles 000 net tons 6,775 |r 6,982 |r 6,570 6,969 -3.0 +3.3 +82.0 
Pig: iWon 28 caret woice ete ieee 000 net tons 4,80] 4,917 4,585 4,810 2.4 +2.4 +35.8 
Copper (refined).............. net tons 92,088 88,052 94,605 103,448 +4.6 +35.8 | +123.8 
Lead’ (refined): 722....csseene’ net tons 46,827 46,409 46,012 45,235 +0.9 +15.0 +49.0 
Tine (alah) sktvandcdiien tele net tons 67,843 | 66,852 | 69,128 | 70,990 +1.5 | “416.9. ) one 
Glass containers.............. 000 gross n.d. 9,476 8,877 9,619 +6.7b -ll.le¢ +4.7% 
Lumber: 84. eee oye leven tee million bd. ft. n.a 2,996 2,728 2,821 +9.8b +2.1¢ +8. 8¢ 
Machine tools'............... 000 dollars p 22,520 18,520 18,924 24,383 +21.6 al -9.6 
Machinery (FRB)............ 1935-39=100 |] p QT4 |r 267 | r 266 Q75 +2.6 +5.0 +19.4 
Transportation equip. (FRB). .|| 1935-839=100 || p 223 Ir 212 Q17 233 +5,2 Sil! -1.2 
Automobiles, factory sales**.. .|/ units 307,942 | r 261,158 279,631 307,124 +17.9 +32.6 +93.3 
Nondurable goods (FRB) (S)....|| 1935-39=100 || p 171 169 164 168 +1.2 +3.6 +5.0 
Cottontniccr cat aes See bales 727,448 710,601 677,489 728,251 +2.4 -11.2 0.4 
Wool?) 5, oc4snjcv teen een million pounds n.d. 56.9|r 44.5/r 58.6 +27.9b -12 3¢ —4. 84d 
Rayon:yarttiue. nc. ceed acioee million pound 60.1 |r 62.6 62.4 54.7 —4.0 +10.9 +9.2 
Food prod., mfd. (FRB) (S).. .|| 1985-39=100 || p 157 | r 156 155 |r 154 +0.6 +15.4 +5.1 
Chemicals (FRB) (S)......... 1935-89 =100 Q51 |r Ql ir 251 250 0 +6.8 +7.4 
Newsprint, North American. . .|| short tons 470,167 480,321 479,973 453,031 -2.1 +11.8 +79 
Papert crate cicdaecs ea % of capacity 102.0 104.2 93.5 106.0 2.1 +0.7 +2.8 
Paperboundsten cate depisre ate ae % of capacity 96 99 90 101 -3.0 0 +4.1 
Boots and shoes®.............. thous. of pairs n.a. |p 38,668 |r 33,870 34,131 +14.2b -16.4¢ -16.0d 
Cigarettes (small)?............ millions 29,204 | 29,060] 29,549 | 29,097 +0.5 48.7 +5.2 
Mining (FRB) (S)............... 1935-39 =100 153 150 141 148 42.0 448° 493 
Bituminous coal.............- 000 net tons |} p 52,350 |r 50,870 39,866 47,500 +2.9 +0.8 +15.4 
ATIURTAGILE Satter are corale seekers 000 net tons |}p 5,341 4,994 4,084 4,609 +2.9 +2.1 -6.8 
Crude petroleum‘............. 000 barrels n.a. 5,173 5,137 5,099 +0.7b +7.0¢ +5.1d 
Electric power’...........0++0000+% million kwh 4,938 4,907 4,603 4,657 +0.6 +11.3 415.5 
Gonstruction®is4.0.d3.0/2n8 ies 000 dollars 649,996 823,216 660,254 605,070 -21.0 +4.9 -5.5 
Heavy engineering—Public’........ 000 dollars 48,255 47,681 54,183 66,317 +1.2 +34.6 +11.1 
Heavy engineering—Private’....... 000 dollars 75,446 55,693 50,664 62,977 +35.5 431.4 6.3 
Distribution and Trade 
Carloadings, total. .............. thousand cars 906.0 910.5 849.3 877.6 -0.5 +2.6 +9.0 
Carloadings, miscellaneous. ...... .|| thousand cars 401.7 398.4 374.5 386.3 +0.8 +5.1 AST 9 
Retail trade (NICB) (S)........-.. 1935-39 =100 n.d. 295.5 |r 294.4] r 292.5 +0.4b| 49 1c] +92.6d 
Department store sales (S)......... 1935-39 =100 290 r 282 287 289 +2.8 47.4 +7.1 
Variety store sales (S)............. 1935-39 =100 na. |r 194.2})r 192.7 |r 193.7 +0.8b -1.8¢ +4.1d 
Rural retail trade (S).............. 1929-31 =100 n.a. 374.8 333.0 815.8 +12.65) +6.4¢ +14.2d 


1935-39 = 100 n.d. |r 822.4|r 320.5 |r 816.7 +0.65 +19.9¢ +39.3d 


Grocery chain store sales (S)*....... 


Magazine advertising linage........|! thous. of lines 4,738 4,132 Soa 8,413 +14.7 -10.7 —-5.0 
Commodity Prices 
All commodities (BLS)®............|| 1926 =100 p 187.4] p 158.6 150.6 147.6 124.0 4+2.5| 496.9] +99.3— 
Raw, materiales::/-7cer tos eiteieioy 1926 =100 p 170.8|p 167.0 165.3 160.2 141.4 42.3 +20.8 +25.3 
Semi-manufactured articles....... 1926 =100 p 151.9|]p 149.5 147.0 145.9 115.0 +1.6 +32.1 +39.0 
Manufactured products®.......... 1926 =100 p 151.6 |p 147.6 144.0 141.7 117.2 +2.7 +29.4 +30.2 
Farm products: aac 00.5 heen 1926 =100 p 186.4]p 181.7 181.4 177.9 154.3 +2.6 +20.8 +24.9 
iE OS ap aE io) 1926 =100 p 179.3} p 172.3 167.1 161.8 131.9 44.1] 485.9| 487.7 
Sensitive industrial (NICB)®........ 1929=100 161.8 160.4 155.4 149.3 114.2 +0.9 +41.7 +46.9 
Sensitive farm (NICB)§............ 1929 =100 993.7 215.6 208.6 202.9 169.5 +3.8| 432.0] +82.9 
Retatliprices's: 4455957. 0G 0-5. 1935-89 =100 na. 181.4 179.7 178.7 159.8 +0.9b} 413.5] +19.7d 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-89 = 100 128.1 124.5 126.0 119.1 125.4 -1.1 -1.8 -15.7 
Industrials, 40; sug destsate bee 1935-39 = 100 128.4 130.2 181.7 124.1 128.8 -1.4 0.3 -14.7 
Raiboc decades Vash Mallat 1935-39 =100 103.6 105.2 108.2 97.6 119.0 -1.5 -12.9 -30.4 
Wilting. 0, ete eee 1935-39 = 100 102.0 101.4 102.2 100.8 109.7 +0.6 -7.0 -15.9 
Total no. shares traded N.Y.Stock Ex.) thousands 20,199 21,534 32,055 22,676 57,631 6.2 65.0 -38.4 
Corporate bond yields (Moody’s). . .f| per cent 2.85 2.80 2.80, 2.81 ey f +1.8 +2.2 +3.3 
Financial Indicators 
Bank debits, outside New York City] million dollars 49,962 46,717 49,178 49,265 43,155 +6.9 +15.8 +13.3 
New capital corporate issues........ 000 dollars 256,357 148,182 483,242 517,009 170,349 +73.1 +50.5 +34.8 
Refunding issues.................. 000 dollars 122,187 147,305 123,226 210,657 144,642 -17.1 -15.5 -54.6 
Comm., industrial and agric. loans***| million dollars 12,758 12,259 11,860 11,757 9,820 +4.1 +29.9 n.a. 
Total personal income (S)**....... billion dollars n.a. 194.4] 7r 196.1 195.1 180.9. 0.96 +7.5c} +11.8d 
Money in circulation, end of month." million dollars || p 28,564 |r 28,434 28,149 28,297 28,507 +0.5 +0.2 +0.6 


SAdjusted for season variation 1Shipments *Consumption; cigarette consumption measured by tax-paid withdrawals  *Excludes reconstructed government shoes included 

in data prior to 1944 4Average daily Average weekly 8F. W. Dodge 1Engineering News-Record—average weekly 8Grocery and combination cine store sales 

September, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the June 

indexes for All Commodities and Manufactured Products would have been 145.6 and 188.6; July, 148.6 and 140.8; August, 151.3 and 144.0; September, 155.0 and 147.7. 140 centers 

aAugust, 1946 bPercentage change, July, 1947, to August, 1947 cPercentage change Cet 1946, to August, 1947 dPercentage change, 8 months, 1946, to 8 months, 1947 
9 - 


eEstimated _ fCopper, duty free Dia March, 1947, all sources beginning April than .05%  n.a.Not available —_pPrelimin: rRevised; variety and grocery chain 
store sales revised owing to revisions in the i 


t seasonal adjustment factors _*Value as traffic indicator subject to variations in le: of haul and amount loaded. | **New series. Auto- 
mobile production data discontinued. Earlier data on factory sales available on request. Commercial, industrial and agricultural loans reported by member banks in leading cities revised 
to increase and improve coverage. Revised data unavailable prior to July, 1946. Total personal income, seasonally adjusted at annual rates,freplaces national income payments. Total 
personal income is current income received by persons from all sources, exclusive of transfers. Earlier data available on request. 7 
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Putting the Heat on Fuel Oil Supply 


HE fourth largest in the country, the oil industry 
has more customers than it can handle with pres- 
ent refining capacity and transportation facilities. 
Demand for petroleum products last year averaged 
about 5,321,000 barrels daily. Last spring the Eco- 
nomics Advisory Committee to the Interstate Oil 
Compact Commission forecast that demand in 1947+ 
would average 5,700,000 barrels a day. Four months 
later, the committee raised its estimate to 5,805,000 
barrels daily. Its forecast for the first quarter of 
1948 is 6,165,000 barrels daily or nearly one quarter 
of a million barrels a day above actual demand during 
the first quarter of 1947. (See Table 1.)? 
Demand for distillate in the first quarter of 1948 is 
1Committee is composed of oil industry economists, analysts, 


and other representatives selected by the Interstate Oil Compact 
Commission. 


2The forecast is based on normal weather and a moderate recession 
in business activity. 


TABLE 1: 


expected to exceed the comparable 1947 period by 
120,000 barrels a day, an increase of 10.6%. Only 
minor increases are predicted in demand for gasoline 
and kerosene. It is believed that demand for residual 
fuel oil will decline slightly. 

The term distillate fuel oil denotes gas, oil, light 
heating oils and diesel fuels. Increased use of diesel 
electric locomotives accounts for part of the rise in 
demand, but the change-over to oil for central domes- 
tic heating accounts for the largest part. 


INSTALLATIONS SET RECORD 

During 1946, dealers installed 455,218 oil burners in 
homes, nearly 37% more than was ever installed 
before in one year. This lifted the number in opera- 
tion at the end of the year 411,290, or 16%. These 
new oil burners replaced 31,495 stokers and 331,419 
hand-fired coal furnaces. New homes and homes not 
previously equipped with central heating plants ac- 


PETROLEUM STATISTICS AND FORECASTS 


Source: Interstate Oil Compact Commission Economics Advisory Committee, Report No. 5, August 11, 1947 


Year 


Demand 


sete eras ETA beled SEPT bers SISAIR SLE tatelatetettas eidine« 
Ley? GEIST CEs OE Pee nee eee ae oe 


Supply 
Oil trtiction* Peary tks eee MELT SR Mae ees 
PETAR OUING. a lacuie 5 <stinh Melek cake 9 wfsrerd ain aratays fans 
OAL ELAS .o «(BE aR eA eer eeieese cee 
SRO NBER TSI Gate ct Atle 0a) ee Sie, o caw. 0. 59 Sou tane ¥se, re Sear etele apace ee 

Stock Changes 
cre ION Products), q...c)-ieliias eels & oes acisloie eiejetes fie be 
eSATA DITLIG ONLY, di o.c op vhorein re. feisiyan wiald side opa.macd lear: 


Closing Stocks 
Four major products 


PRED ONECE, WLS 15s cee hehe» 20 te eR eee. 225 


1948 


Actual Est. Forecast Ist Qr. 


Ist Qr. 2d Qr. 


$d Qr. | 4th Qr. | Year Prelim. 


Thousand Barrels Daily 


229 235 229 228 228 233 
62 65 64 63 63 62 
481 497 528 518 518 500 
4,800 4,925 5,200 5,165 5,023 5,130 


DM TMREAIN EL ALES ors 0 rei Bass ae MieGieue een Tae aye 8 4,760 


1[f transportation or other causes prevent delivery © of eg needed petroleum products, 
the actual consumption may be reduced accordin, 


2Forecast shows amount required to meet demand and maintain stocks. 


334 


THE CONFERENCE BOARD 


November, 1947 


TABLE 2: SHIPMENTS OF OIL BURNERS, JANUARY, 1946-AUGUST, 1947 


Source: Department of Commerce 


Residential Commercial 


Total and Indus- 
Year and Month (all trial Burners 
types) Furnace Boiler Water and Boiler 
Total Burners Burner Burner Heating | Burner Units 
Units Units Units 

TOSS PONURTY on Sos eg ve < Pe ns untae Sema esis Speen Pen 30,282 27,945 21,720 1,342 527 4,356 2,337 
February. is. fi tReet sae i ae nents pn Cee 28,1038 26,271 20,828 1,240 685 3,518 1,832 
Marcha}. 6:05 cases ted. tetby coe bs Ree 31,765 29,810 23,302 1,525 1,619 8,364 1,955 
ABTA x contin wus la ss caniel gd We Sabin ints 3.5 Mee cee ee 36,630 33,804 27,293 1,491 958 4,062 2,826 
May cr ctom scum tise oC eh sata cet» 5/on= ae ee 35,089 31,733 25,496 2,367 1931 2,639 3,356 
PUNO sori nce oaialecvleic 0 8 its 0p ODEN cee ene ER ae oe 36,745 33,541 27,872 1,756 2115 1,798 3,204 
Silly FAs a 2.2 kc ois wnkassaldin.iats oeterea as iis Oe Cena 45,707 42,242 35,202 1,790 1,766 8,484 8,465 
FUGUE, « caves oie 2 cislo's Wintais care oni ete eminent wae 57,426 54,150 47,407 Q177 2,724 1,842 8,276 
Total (months)? <> 3c... os ce eenh eee en eee 301,747 279,496 229,120 13,688 11,625 25,063 22,251 
Sentember.¥. S204. che o7... ce tear eee ater eae: 57,339 54,061 44,151 3,442 2,677 8,791 8,278 
Oetoberiiec ei. ons ace Ph FSR Ae, 73,896 70,045 58,467 4,189 8,037 4,35¢ 3,851 
November os) seed caiccasd ca cls ot a i a ete 72,305 68,724 52,697 7,445 3,434 5,148 3,581 
Becembhere erection ss tee wa as Se ee at a ee Geter 74,166 69,821 53,096 7,858 4,083 4,784 4,345 
Total (year); ¢thg. ciel. SHS ae Ree ee 579,453 542,147 437,531 36,622 24,856 43,138 37,306 

VO4T. January, v's <gsros segceh ode ale wi sane ae ee Ba 81,439 77,207 60,226 8,543 8,422 5,016 4,232 
Rebruasryc cuca coe See Pee nase een eee ree 81,245 77,038 57,781 11,075 2,748 5,434 4,207 
March 7%. 220% « SRS... Se . Boe ee eee 96,694 92,342 68,802 14,727 2,744 6,069 4,352 

yA al Re Re eee, eS 4 Amen eer a 99,380 95,326 70,592 15,249 2,645 6,840 4,054 
MOY: Mos creates sche ye. > 9 Sess eeitet sais sat Peben a cietd 99,171 95,087 70,466 15,230 4,767 4,624 4,084 
Re get a OO | ren Sah te ae OR SB bea 2 a 105,257 101,609 77,737 14,018 6,268 3,586 8,648 
Seay Fla. <inle Sasia’ «fobeae das «mies Oe. aere In se 102,554 98,790 75,581 12,108 5,358 5,743 3,764 
PCr) 1 Re ROOT Gene Ek EC eR Reha ne See ati 122,681 118,670 89,919 4,983 5,347 4,011 
‘Total (Gimenths)s. 2.0. <a ae eee ee 756,069 571,104 109,371 32,935 42,659 $2,352 

tRevised 


count for 53,492 installations, or 11.75% of the total. 
Replacement of 36,540 old oil burners accounts for 
8.03% of the total. 

Demand for central heating plants continues strong. 
About 14 million homes, or 30% of all homes in the 
United States, were equipped with central heating, 
according to Census figures of 1940. By 1946, the 
percentage had risen to forty (16 million homes). Of 
5,918,550 automatic domestic heating devices oper- 
ating in 1946, oil accounted for almost one half. (See 
Table 3.) Gas heating has also become increasingly 
popular. However, gas companies in large consuming 
areas have been forced to discourage installation of 
gas burners until they can expand producing capacity 
and improve distribution facilities. 


A MILLION MORE THAN PREWAR 


A million more home oil burners were in use at the 
end of 1946 than in 1939. (See Table 3.) In addi- 
tion, 578,000 were installed during the first nine 
months of 1947. This raises the total ready for use 
this winter to more than 3.5 million. Installations are 
likely to be continued at a high rate (see Table 2). 
At the end of August, manufacturers’ backlogs of 
domestic orders totaled 654,038 units. In light of the 
improving materials and equipment situation, total 
units installed might reach 4 million before next 
spring. 

Automatic heat makes the life of a resident small 
homeowner an easier one in reducing his household 
chores. But the steep rise in oil-burner installations 
is creating perplexing problems for the oil industry. 


Table 3: Automatic Heating Units in Use 
Source: Fueloil and Oilheat 


Oil Burners 
End of Oil Burners | Gas Burners Stokers Total as % of 

Total 
1989...... 1,862,330 n.a. 507,412 n.a. 
L040) PA50% 2,185,125 | 1,187,486 658,970 | 3,981,581 53.6 
194U fens s 2,402,060 | 1,310,222 843,318 | 4,555,595 52.7 
1949. 236.. 2,386,290 | 1,852,040 938,315 | 4,676,645 51.0 
1948 24/3) 2,375,455 | 1,363,970 955,450 | 4,694,875 50.6 
1044. = ice 2,392,265 | 1,382,430 984,740 | 4,759,435 50.3 
1945. .| 2,525,655 | 1,433,570 | 1,082,700 | 5,041,925 50.1 
1946 .| 2,936,845 | 1,764,565 | 1,217,140 | 5,918,550 49.6 


The average domestic oil-burner installation requires 
from 1,950 to 2,000 gallons, or 46.5 barrels of 42 gal- 
lons each, of fuel oil annually. Actual consumption, of 
course, varies from region to region and house to 
house. Based on this given average, the 2,936,845 oil 
burners installed at the end of 1946 would have re- 
quired more than 136,563,000 barrels of heating oil 
if they had been in operation throughout the whole 
heating season from September through May. Using 
the same yardstick of 46.5 barrels yearly per burner, 
the 3.5 million oil burners installed through Septem- 
ber, 1947, and ready for operation during the current 
heating season would require 162,750,000 barrels. This 
would be an increase of 26 million barrels, or 19%, 
over the preceding season. This increase does not 
take into consideration the growth in use of space 
heaters burning light fuel oil. 

Degree days are based on an outdoor temperature 
of 65 degrees, at which it is assumed that an indoor 
temperature of 70 degrees will be maintained without 
artificial heat. When the average of the day’s tem- 
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perature falls below 65 degrees every degree of the 
deficiency is known as a degree day. For example, 
a day whose temperatures average 32 degrees would 
count as 33 degree days. 


HOPE FOR A MILD WINTER 


If we encounter a larger number of degree days 
this winter than last, average fuel consumption will 
rise. Last year, New York City had 4,833 degree days 
during the nine months’ heating season between Sep- 
tember, 1946, and May, 1947, and 4,885 degree days 
the season before. A normal year for New York City 
has 5,270 degree days, according to government com- 
putations. The temperature dropped below this norm 
in both the 1942-1943 and in 1943-1944 seasons. Since 
then, each winter has been milder than the year 
before. 

In view of the steep rise in oil-burner installations 
and the potential demands which a severe winter 
could generate, it is readily understandable why the 
oil industry hopes for a continuation of the trend 
toward mild winters—at least until its transportation 
and refinery problems can be resolved. 


Wru1aM B. Harper 
Division of Business Economics 


Both Inventories and 
Shipments Rise 


ANUFACTURER®Y’ inventories and sales both 

shot up to new record-breaking highs in Sep- 

tember, according to the results of a preliminary sur- 
vey by the Department of Commerce. 

Led by a $300 million increase in food sales, total 
sales rose a billion dollars from August to September. 
This is $600 million above the previous peak reached 
in wartime, March, 1945. At the same time inventor- 
ies jumped $350 million, confirming earlier indications 
that the postwar inventory boom still is very much 
alive. All but one of the major industries shared in 
the sales rise. Transportation equipment (excluding 
automobiles) was the one exception. The decline here 
was attributed to lowered activity in the aircraft in- 
dustry. 


ELECTRICAL ORDERS OFF 


While there were widely divergent movements 
among the various industries, the total volume of 
manufacturers’ new orders during August was at 


MANUFACTURERS’ INVENTORIES, SHIPMENTS AND NEW ORDERS 


Source: Department of Commerce 


Index Numbers, 1989=100 


Percentage Change 
July, 1947 | Aug., 1946 


Item 
to to 

Aug., 1947 | Aug., 1947 
DMO MMIESEEIEY lat ely c-a.cls nabs ene vias ates +1.3 +24.2 
MULNOMCRROOUN Te sb is.c be cla oeelcke we +1.2 +29.5 
Automobiles and equipment............. +2.2 | +29.8 
Transportation equipment (except autos) +1.6 | +44.4 
Iron and steel ou prodacts.. 4 so:anue.. +3.8 +24.4 
Nonferrous metals and products.......... -1.6 | +16.8 
Machinery, including electrical .......... +0.9 | +31.8 
INDHOUPAMINIIOOUS. «5 ses. c dade dasale uincce +1.5 | +19.7 
Chemicals and allied products............ -1.3 +29.8 
Food and kindred products.............. +7.7 | 414.8 
Paper and allied products................ 4+3.9 +33.7 
EE eOlenthet LOAN. 3 ix v0.0 0:5.2 dlviows sie see ai< +2.7 | +22.6 
Mextule-anill products, ...2/...2 00+ 6200%00+ 2.2 +7.1 
Liu’. <a ase ee +3.3 +26.1 
PRE PENSE rete iS (6,96 chen di9g.2s.e.000 he's +3.8 | +27.9 
Automobiles and equipment ............. 4.5 +34.0 
Transportation equipment (except autos). +5.6 +15.5 
Tron and steel and products.............. +7.6 +27.4 
Nonferrous metals and products.......... -1.7 +18.3 
Machinery, including electrical........... +4.4 +37.7 
PM GONOUTADICS WOOUS. ve ds coe ococ see c aca essa +3.1 +24.2 
Chemicals and allied products.... ...... 42.0 | +24.8 
Food and kindred products.............. -1.0 | 413.8 
Paper and allied products................- +6.8 | +34.8 
Petroleum and coal products............. +2.7 | +37.8 
Textile-mill products.................... +7.0 +11.1 
PBSC MINS IPRR ERI sas vinials 4 « od'g narcids cre nade +0.4 +9.5 
RRMESIMS EIININ. «  <cha y,- 5:3. S19 Fe, sta A eee sm +1.2 +12.9 
Iron and steel and products.............. 1.0 +16.8 
Machinery, including electrical........... -7.0 +4.1 
Domunraniergiods..). 002 Eee... 0.0 | 47.1 

Revised Coal products, printing and publishing, transportation equipment, automobiles 


2Figures relate to the end of the month 


and equipment and miscellaneous industries are not included 
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about the July level. For the most part, durable 
goods industries fared better than those in the non- 
durable field. The furniture industry reported a 15% 
increase in new orders. Iron and steel new orders rose 
7%. Orders for the electrical machinery group fell off, 
owing to a drop in gross orders rather than to a rise 
in cancellations. Within the soft goods group, fa- 
vorable balances for the month were reported by the 
paper and products and furniture industries. There 
was no change from July in the value of new orders 
received by the nondurable group as a whole. 


INVENTORY RATE RISES 


Manufacturers’ inventories rose about $307 million 
during August. The increase was considerably higher 
than that for July, and about equal to the second- 
quarter rate. For the first time since January the 
durable and nondurable goods industries contributed 
about equally to the rise. An important factor in the 
August advance, which brought the book value of 
the durable goods inventories to $12 billion, was the 
early summer price increase in ferrous metals. Minor 
inventory declines were reported by the nonferrous 
metals and the miscellaneous group (primarily build- 
ing materials) . 

The availability of seasonal supplies—notably for 


the food-processing industries—resulted in an up- 
swing for the nondurable group of stocks on hand as 
of the end of August. The largest increase, which 
amounted to 7.7% on an index number basis (1939= 
100), occurred among the food industries. The paper 
and petroleum industries reported moderate gains. 
Small declines were noted by the textile, apparel, 
leather and chemical industries. 


SHIPMENT RISE MODERATE 


The value of manufacturers’ shipments for August 
was $400 million above July. The increase constituted 
a 3% rise in aggregate value and in the daily average 
rate. The advance, however, was only about half the 
July decline. Continuance of production obstacles— 
shortages of critical materials, delays in deliveries of 
parts, ete——accounts in large measure for this rela- 
tively small advance. Most of the industries in the 
durable goods group expanded their sales moderately. 
Among nondurable goods industries, slightly higher 
sales were reported by the petroleum and chemical 
industries. As might be expected at this season of the 
year, textiles, apparel, leather and the paper indus- 
tries all moved upward—by more than 5%. 


Anita R. Koprison 
Division of Business Economics 


Excerpts from Replies to Survey of 
Business Practices 


(See article on page 313) 


PRIMARY PRODUCTS 


Petroleum and Products: New Production Records 


“Tt is our hope that prices of petroleum products will not 
be forced upward during the next six months. We have 
attempted to retard the price spiral by limiting advances 
to those necessary to offset increased costs. Petroleum price 
increases have been at a substantially slower rate than have 
prices in the economy generally. The level of operation is 
reaching new highs in each subsequent recent month.” 


“Over the next six months we expect prices of our prod- 
ucts to move generally sidewise. The second round of wage 
increases has been absorbed by appropriate price and volu- 
metric increases. We are able to sell our entire output at 
present prices. Demand is growing steadily. Production in 
all divisions is being increased slowly, but steadily.” 


“Demands currently are pressing against available sup- 
plies of petroleum products. In spite of this pressure, it has 
been our view that, until it can be shown that higher prices 
bring forth additional supplies, they will not serve the 
interests either of the industry or of the public. Wages do 
not play as large a role in the petroleum industry as they 
do in other industries. There are other elements of cost 


that have made production and refining more expensive, 
particularly those related to development of production and 
the construction of new facilities.” 


Steel Producers: High Level of Demand 


“We do not believe there will be any change in our prices 
during the next six months. I think a greater increase in 
production could be made if only the next two or three 
years were in mind, but the industry believes that demand 
will taper off and it does not like to be left with a lot of 
machinery for which there is no productive use.” 

“Prices could be held if prices generally were held. Steel 
production rates will be substantially upward through the 
winter months, unless we get into trouble on scrap or car 
shortages. Our profit per ton is less on most commodities 
than it was during prewar years. Our very heavy tonnage, 
however, brings us to much higher over-all profits. We are 
wearing out our equipment, which will cost us on an aver- 
age of three times more to replace. This stepup in replace- 
ment costs must come, in one form or other, from profits.” 

“The second round of wage increases has for the most 
part been absorbed. Unless raw materials increase further, 
we expect to hold our present prices.” 

“Wage increases and costs of materials have more than 
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absorbed the price increases of July and August. There is 
no chance of reduced prices at present costs. Demand con- 
tinues steady, with increasing pressure for deliveries.” 

“We expect to hold our prices at present levels. Prospects 
for increased production are good—if we can secure addi- 
tional raw materials.” 

“Based on costs, our prices should increase—but we 
hardly expect that they will do more than hold steady. The 
demand for our products is holding steady but at a con- 
siderably reduced rate compared with early 1947.” 

“Prices have been adjusted since the wage increase of 
April 1, 1947, and, while the increase may have been inade- 
quate, yet, with the publicity on high prices that is now 
being carried on, the steel industry will probably go along 
on the present basis. The demand for steel at this time is 
so great that the producer naturally undertakes to sell the 
product that is most profitable. If cheaper grades of steel 
were being produced in the same proportion as in prewar 
che a large per cent of the industry would be operating at 
a loss. 

“Generally the over-all picture will remain as it is. If all 
our profits were put into price cuts, the over-all reduc- 
tion would be slightly less than 4%.” 


METAL MANUFACTURES 


Automobiles and Equipment: Greater Output Depend- 
ent on Steel 
“The last round of wage increases has been absorbed with 
some increases in selling prices. We can hold present price 
levels and possibly reduce them if wages can be held at 
present levels for, say, a period of one year. Demand is 
increasing. Prospects for raising production are limited 


entirely by the possibility of getting more steel. In the first 


nine months of the year, sales have risen rapidly and profits 
have remained almost constant.” 


“We expect to be able to hold to our present prices if no 
more wage increases are forced upon us. Our customers, who 
are almost all large companies, have shown a very definitely 
increased price resistance.” 


“Despite our will to hold the price line on our manufac- 
tured products, we expect prices may increase 5% to 10% 
within the next six months because our basic commodity 
prices are still going up and the demands of our labor may 
increase with the rising cost of living.” 

“We believe that it will be necessary for our prices to 
increase approximately 10% in the next six months. We 
have not noticed any increased price resistance in our indus- 
try. The average age of cars on the road and high used-car 
prices have made demand abnormally large. But the market 
is steadily decreasing and will continue to do so as new-car 
production increases. Our present profit margin is not 
satisfactory.” 


Electrical Machinery: Opposition to Escalator Clauses 


“We expect to increase our prices only by the exact 
amount of the increase in materials and wages. We have 
just boosted salaries so do not expect any substantial rise 
there in the next six months. Production is meeting current 
demand. Our industry has been highly cyclical and, of 
course, we must make a decent profit at the time when 
the cycle is around the top.” 

“We expect no price increase or decrease in the next six 
months. We have absorbed the second round of wage in- 
creases. Present prices could be reduced about 3% if wages 
were not increased and present high production levels con- 
tinue. The prospects in our industry for increased production 
are governed by the availability of sheet steel and by con- 
sumer demand. We believe that the industry will increase 


its production 5% to 10% for the final quarter of this year 
and the first quarter of 1948. Our current profit margins 
are slightly greater than before and during the war. How- 
ever, our break-even points are at an all-time high. A sales 
decline of 15% would eliminate all profits; before the war 
we could operate at 55% of capacity.” 

“We have not noticed any increased price resistance be- 
cause we produce capital goods and are not subject to public 
opinion. Demand for our products is declining, but this will 
not affect our production until 1949, if then. The prospects 
for increased production are poor.” 

“We have not noted any price resistance except that cus- 
tomers do not like prices with an escalator clause attached. 
Practically every concern in our industry has expanded by 
adding new plants and increasing production until this year 
the total increased production is one third greater than it 
was for the preceding year. Our profit margin is so low and 
the break-even point so high that proper reserves are not 
being built up. This is probably the most dangerous factor 
in our whole economic setup.” 


Industrial Machinery—General: Expect To Hold Prices 

If Wages Hold 

“We expect prices to remain about where they are for the 
next six months although on the average they are slightly 
under those prevailing in 1941. The second round of wage 
increases has only partly been absorbed by cost reduction 
methods. The balance has come out of profits. Price resist- 
ance has increased as the more urgent demands of buyers 
are satisfied and inventories rise. Prospects in this industry 
are for a further increase in production as a result of 
increased equipment purchases.” 

“We expect prices to remain at the present level unless 
there is a round of wage increases. There has been definite 
resistance to the last price increases. Demand has declined 
just a little for several months. We need to increase pro- 
duction to bring our backlog down, but anticipate great 
difficulty in trying to step up output.” 

“The second round of wage increases has been absorbed 
and we fully expect to be able to hold present prices unless 
wages are advanced further. So far there is no noticeable 
price resistance. The demand for our products is holding 
steady.” 

“Price increases which went into effect August 1 did not 
fully absorb the second round of wage increases. Customers 
resisted these increases during August. In September, how- 
ever, the market for some of our products was more active. 
This activity has steadily increased in scope. Efforts are 
being made to reduce our costs by better mechanization.” 

“We do not expect any change, either up or down, in our 
selling prices for the next six months. Our volume is holding 
steady, although we have noted that some potential buyers 
are inclined to improvise rather than purchase completely 
new equipment.” 

“We do not look for any further increase in prices before 
next spring when our labor contract expires. Our backlog 
is protected by an escalator clause. There might be some 
decrease in production during the first quarter of next year.” 

“We expect our prices to remain stationary or go slightly 
higher. Very little price resistance has been noted and 
demand is holding steady. Profit margins are below those 
of prewar years but are higher than during the war years.” 

“We expect that our prices will advance in a modest way 
in the next six months. We have absorbed a second round 
of wage increases so far. But the sum of wage and material 
increases which we have attempted to absorb has become 
too difficult for our prices to hold. The demand for our 
products is holding reasonably steady.” 
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“We are just completing wage negotiations, and it may 
be difficult to absorb the increase. We have noticed price 
resistance, some of it of a serious character.” 


Machine Tools: Hope To Avoid Price Increase 


“We hope to hold our prices steady over the next six- 
month period although our increased costs from the second 
round of wage increases have not been entirely absorbed. 
We have noticed increased price resistance, particularly from 
the little buyers, but in general demand for our products is 
holding steady and we expect no marked changes in the 
next few months. The machine-tool industry as a whole is 
optimistic as to the prospects for increased production be- 
cause of the great interest shown at the machine tool show 
in Chicago last month and because government competition 
through the sale of war surplus machines is about ended.” 


“There will be no change in the price of our products in 
the next six months. However, if the volume of incoming 
orders drops very much more, we may find it necessary to 
increase our selling prices. Our profit margins are appre- 
ciably smaller than they were before the war, and our 
break-even point is substantially higher.” 


“We are hopeful that our prices will not have to go up 
during the next six months, but this is entirely contingent 
upon materials and wages remaining at their present level. 
We note some resistance to high prices.” 


“We expect our prices to remain at present levels for the 
next six months. The last wage increases have been ab- 
sorbed. We expect an increase in demand in the next few 
months.” 


“Wage increases have been absorbed to date, and we 
hope to hold the present prices although we notice com- 
petitors have advanced prices. We do not anticipate any 
increase in production. If we can maintain the present rate, 
we shall feel satisfied.” 


“We believe that prices in our line will probably hold 
during the next six months. While our demand has been 
holding fairly steady, there is a definite tendency toward 
increased price resistance.” 


“TI expect our prices to remain the same for the next six 
months. We are in no position to reduce prices with present 
volume and we are certainly not going to increase prices 
unless circumstances force us to do so. Demand for our 
product has been declining and has now leveled off at 30% 
below 1946 volume.” 


“We believe that prices could be maintained and even 
lowered in some cases if present wage scales were held and 
if labor would actually produce an honest day’s work. We 
have had very little price resistance and the demand for 
machine tools has been increasing slightly over the last six 
months.” 


“Our prices will be unchanged at least until the first of 
1948. At that time we may rearrange some prices which 
are out of line. This rearrangement will be on the basis of 
current costs and competition. Current profit margins, after 
taxes, are greater than before the war.” 


“We do not contemplate price increases within the next 
six months, although there is a possibility that some items 
will need upward adjustment. With somewhat reduced pro- 
duction schedules, there is no prospect of our reducing prices 
while wages remain at the current high levels. Demand for 
our products showed a decline during the summer months 
but appears to be strengthening in recent weeks. Rising 
costs have narrowed our profit margins and price increases 
have not yet restored the margins enjoyed in prewar years.” 


“Because profits are small and man-power productivity 


is high, we do not believe there is any great likelihood of 
prices being lowered in the immediate future.” 

“The second round of wage increases has not been com- 
pletely absorbed, and our profits are lower today than they 
were in the early part of this year. We notice some price 
resistance. Demand is not as steady as it was in the early 
part of the year.” 

“Our second round of wage increases has not been fully 
absorbed. We could hold our present prices if wages were 
also held; but every indication is that they will not be held.” 


Office Equipment: Demand Steady; Some Price Re- 


sistance 

“We anticipate no changes in our prices in the next six 
months. The price increases which we have placed into. 
effect since the end of the war have been moderate and less 
per unit than the increased cost of manufacture. Our satis- 
factory profit record, therefore, has been principally the 
result of a high volume of production, since our margin per 
machine is less than it was before the war. We have noted 
no general or appreciable price resistance, although there 
have been isolated instances. The demand for our products 
remains high and we still have on hand a substantial back- 
log of orders. We are producing at near-capacity levels.” 


“Under the present plan of operation, we can see no par- 
ticular advance in prices on our products during the next 
six months’ period. It is our belief that prices can be 
reduced if we can depend on a little more production from 
the individual.” 

“On the basis of our present price structure, we believe 
we can maintain our present prices if the wage rate is 
held. We have noticed some degree of price resistance but 
in general it has been minor and the demand for our prod- 
ucts is steady. Our industry will probably, within the next 
six months, increase its production output by 10%, with the 
installation of new facilities and equipment.” 

“Tf the present wages are held, we believe that we can 
earn a fair return as long as volume stays where it is today. 
Our company hopes by increased efficiency and facilities to 
increase its production approximately 10% in 1948 over 
1947.” 


“Actually, when you compare what you received in office 
equipment years ago at the prices you paid, and what you 
receive in office equipment today at the prices you pay, it 
could be argued that there is no price increase. However, 
forgetting that point, let me state that price movements in 
this field are few and far between. We have taken the wage 
increases in stride, and can maintain our position without. 
another price increase, if we get the degree of efficiency 
which we ought to expect, and providing the volume is. 
maintained.” 

“Since our prices have been advanced only 20% in the 
last ten years, we see no possibility of reducing them. We 
hope, by increased production, to maintain them as they 
are, unless there is some great advance in the cost of mate- 
rials or labor.” 

“Increased costs have stabilized the price structure for 
the time being and the wage increases have been absorbed. 
Selling is not so easy as it was, but sales are holding steady.” 

“If we could be sure of steel supply at a steady price, 
possibly we could hold our prices where they are today. 
Demand for our products is holding up although inability 
to deliver some types owing to the steel shortages is causing 


; 


cancellation. Current profit margins are considerably less 


than they were during the war or in prewar years.” 
“Production costs are increasing in spite of all efforts to 

effect reductions. For this reason we expect there will be 

small price increases during the next six months. Demand 
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for our products is on the increase, although we are making 
plans for considerable sales resistance immediately after the 
first of next year.” 


OTHER MANUFACTURES 
Chemicals: Raw Material Prices a Major Factor 


“We do not expect much change in prices during the next 
six months. The second round of wage increases caused 
some advance in prices since its direct effect upon us was 
through the materials we must purchase for our manufac- 
ture. By virtue of increased efficiency, which is constantly 
being developed, prices may be reduced somewhat. We have 
not noted any increased price resistance and demand is for 
the moment holding steady.” 

“We can maintain our present prices, or even possibly 
reduce them in certain places, if wages do not advance fur- 
ther and if costs of our raw materials are not forced higher. 
We have noticed some price resistance. However, the de- 
mand for the products we manufacture and those which 
we distribute is comparatively firm.” 

“The second round of wage increases has been absorbed 

because competition will not let us pass them on. There is 
increased price resistance, but demand for our products is 
holding steady, if not increasing.” 
” “Except for minor items in our line, prices of our products 
will remain the same during the next six months. We have 
absorbed all wage increases in the last two years and if a 
third round of increases is required we hope to be able to 
absorb them and hold our present prices. The general tight- 
ening up of forward purchasing in the spring of 1947 influ- 
enced the demand for our products, but since then demand 
has been increasing in line with the normal growth of our 
industry. Our current profit margins are low.” 

“We anticipate no general rise in our prices, but on those 
lines where our margins are currently unsatisfactory we will 
try to make increases. We believe we can hold our present 
prices if wages are also held, but we see no possibility of 
reducing them.” 

“All our wages increases have been absorbed without 
raising our prices. Although we can hold present prices, we 
do not expect to reduce them. Public demand for our 
products is holding steady. It is our present judgment that 
a small decline in volume sometime this year is a reasonable 
expectation.” 

“Our prices are largely dependent upon the costs of raw 
materials and these have a far greater bearing on the price 
than wages. The demand for our products has been steady 
and we have not as yet met with any great amount of 
increased price resistance. The industry is now producing 
at capacity and we do not think that there are any pros- 
pects for large increases in production.” 

“Our raw materials are derived from farm products, and 
our raw material prices will be influenced by how much is 
sent abroad for relief.” 

“We do not see any evidence of declining raw material 
prices. Instead, we expect they will show advances, since 


_ suppliers are trying to hold their profit margins in face of 
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increases in production and maintenance labor costs and 
increased freight rates. Freight rate advances will also affect 
us directly. Our prices will have to be increased during the 
next six months, the probable level in March, 1948, being 
10% over prevailing prices.” 


“We expect a slight decline in our prices in the next six 
months. The demand for our products, is tending to decline 
substantially under the influence of high prices, particularly 
those of raw materials.” 


“If prices are permitted to seek their natural levels, there 
should definitely be some recessions. Unless there is a re- 
duction in the raw material prices, we cannot possibly 
reduce the present prices if wages are held. Demand for 
our products is increasing.” 

“Assuming continuing strength in the raw material mar- 
kets, our prices will advance anywhere from 10% to 20% 
in the next six mouths. If wages are also stabilized, we can 
hold present prices but certainly not reduce them.” 


Food Products: Governed by Trend of Farm Products 


“We expect our prices to remain relatively stable during 
the next six months. We have under construction and near- 
ing completion an increase of 25% in capacity. When this 
increased capacity is available, it is possible that we can 
effect economies which would permit us to reduce our 
prices somewhat.” 


“Our prices are at an exceedingly high level, but we 
would not expect any material reduction in the next six 
months if there is no change in the contemplated amounts 
of grains to be exported for the relief of Europe. We have 
noted increased price resistance.” 


“The second round of wage increases has been fairly well 
absorbed and we expect to be able to hold to present prices 
if wages are also held. Price resistance is definitely becom- 
ing more and more a factor. Demand for our products is 
holding steady primarily because we are watching the com- 
petitive situation closely.” 

“The second round of wage increases has been absorbed 
in our company by reducing profit margins. We can hold 
prices at present levels if wages are not raised further. 
This is based on the assumption that our sales volume 
remains around the present level.” 


“We expect that prices will increase over the next six 
months. If wages are held, we do not believe it will make 
any material difference in the upward trend of prices in our 
business. Prospects for increased production in the industry 
are rather remote.” 


“We expect buying power to remain strong during the 
next six months. As to marketings of livestock, we expect 
a somewhat greater than seasonal increase over the next 
six months as farmers liquidate to conserve feed; then a 
greater than seasonal decline.” 


“In the meat business we expect prices to remain high for 
some time. We cannot export large quantities of meat or 
grain without expecting to exhaust the amount available for 
local consumption. So long as people have money, they are 
going to bid for a restricted amount of goods. Prices will 
be higher until such time as more goods are available, or 
the public becomes short of purchasing power. If prices of 
the live animal and wages are not increased, prices could 
ee present levels. Price resistance has been chiefly 
vocal. 


Paper and Products: Capacity Increased 


“We expect our prices to remain about the same as now 
during the next six months unless there is a considerable 
change in the general situation. We have noted no increase 
in price resistance unless it be a more critical attitude 
toward value (quality vs. price) and a growing reluctance 
to purchase a higher quality for a job on which a lower 
quality will satisfactorily serve. Demand for our particular 
products is, on the whole, holding steady. Domestic capacity 
in both pulp and paper production is still increasing through 
the addition of new, and the modernization of old, equip- 
ment.” 
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“We do not expect our prices to change during the next 
six months. We believe the pulp market will remain ex- 
tremely strong, at least until open water of next year when 
Scandinavian pulps arrive in this country. If there should 
be any price changes they would be upward rather than 
downward. We are putting in some new equipment which 
will be in operation early in 1948. This will place us in a 
position, when necessary, to make substantial reductions in 
the prices of certain products. Present profit margins are 
in excess of prewar and war years, with the exception of the 
year 1941.” ‘ 

“From present indications prices will be fairly well main- 
tained during the next six months. The second round of 
wage increases has been absorbed and we could hold to 
present prices if wages were also held. There is very little 
increased price resistance. We have noticed some talk about 
it, but none of it has been substantial and sales continue 
to be priced regularly.” ‘ 

“Tt is extremely difficult to predict where prices may go 
during the next six months, but a definite lessening in de- 
mand in the grades of paper that we manufacture indicates 
little possibility of an increase. There appears to be some 
resistance to higher prices and a definite trend toward shift- 
ing to lower grades. Installations to increase production, 
amounting to about 10%, are definitely under way, and we 
are under the impression that such an increase would defi- 
nitely bring supply and demand into balance, if not pro- 
vide some excess supply.” 

“In general, we feel the second round of wage increases 
has been absorbed, and if there are any further increases, 
it is possible that there would be no further increase in 
prices. As soon as man and machine efficiency improve, it 
might be possible to reduce prices. We have not noticed 
any price resistance. We are still selling everything we can 
produce, and are turning down orders from new customers 
who want to take on our line.” ~ 

“Tt is our opinion that the prices on our products will 
advance sometime during the next six months, mainly 
owing to the higher costs of woodpulp which we have been 
forced to pay. We do not believe we could hold our prices 
if another wage increase was made because our margin of 
profit at the moment is not entirely satisfactory. We have 
not seen any decline in the demand for our product and we 
are still allocating tonnage to all of our customers.” 

“In our judgment, prices, in all probability, will continue 
to go up during the next six months. The second round of 
wage increases has not yet been absorbed but, based upon 
our present costs, they will be within the reasonably near 
future. There has been some increase in price resistance 
and the demand for certain products has declined to some 
extent, but this was anticipated on a seasonal basis. Can- 
cellations, however, have almost ceased to exist, whereas 
several months ago they were quite numerous. Our produc- 
tion for 1948 will be substantially greater than in 1947.” 

“I would look for a small increase in prices during the 
next six months. I do not think the second round of wage 
increases has been entirely absorbed. The demand for our 
product is as heavy as at any time.” 


“It appears that our prices must advance between 6% 
and 10% during the next six months.. The demand for our 
products is holding very strong. Our industry will increase 
production somewhat next year at a very small amount in 
terms of percentage of existing production.” 

“The second round of wage increases has not yet been 
absorbed by our company. We could not, therefore, hold to 
our present prices if wages were held. For example, the 
increase in freight rates made effective October 13 by the 
1CC_ will result in a substantial increase in our costs. The 


production of paper and paperboard is reaching new highs 
and very substantial expansion is occurring in all branches 
of the industry.” 


Textiles: Big Output Gains Not Expected 


“We expect little or no change in the prices of our prod- 
ucts during the next six months. While there has been much 
talk of increased price resistance, we have seen little effect 
in our business. The demand is holding steady and offerings 
are readily taken. The production of our industry is still 
running considerably below the 1942 peak. The demand in 
most textile lines would support a higher rate of production, 
but we do not think it is likely that there will be any 
substantial increase in the next few months.” : 


“Tt would seem that there may be no material change in 
our prices over the next six months. The demand for our 
products is holding steady as far in the future as we care 
to sell. We do not believe that there will be any material 
increase in production in our industry.” 


“The second round of wage increases has been taken 
care of as the change was made earlier in the year. We 
probably could hold present prices if wages were held. The 
demand for our products is somewhat in excess of the 
supply, but it is not nearly so great as a year ago.” 

“We believe our present prices can be held if wages remain 
where they are but there would be no hope of any reduction 
of prices. Demand is holding steady and there is no price 
resistance.” 


““We expect prices to hold about the same as now. We are 
not absorbing our last wage increases but could just about 
do so if we obtain the volume we had during 1946. There 
is no definite sign of price resistance except in isolated cases 
and demand for oyr product should be increasing because 
there was a very bad let-down in our entire industry com- 
mencing April this year.” 

“There is still a great demand for the type of goods we 
handle. From all indications, our suppliers are selling into 
the second quarter of 1948. If this continues, prices cer- 
tainly will not decline. Whether they will go higher, I do — 
not know. I believe that our industry is getting full pro- 
duction based on present equipment. New machines are still 
hard to get and delivery in some cases is two years off.” 


“We expect selling prices for cotton cloth to go lower. 
We cannot raise the present prices, and even though we 
cannot afford to reduce them, we must. Therefore, there 
must be improved efficiency. Price resistance has increased. 
We do not think there will be much demand for increased 
production at present prices.” 


“The soft fiber industry, well aware of its competitive 
situation in relation to other products, has already made 
reductions in the prices of its principal items. Since prices 
were reduced, fiber costs have risen, and unless they recede 
within the next few months it seems very probable that 
prices must be advanced regardless of any action that may 
be taken on wages.” 


“We expect our prices to advance somewhat during the 
next six months. The second round of wages has not been 
absorbed. However, if wages were held at their present level, 
I believe that we could continue our present prices. The 
demand for our product is holding steady, although, if the 
export market drops off, we may see some lessening in 
demand in the next few months.” 


“Our prices may go up about 10% during the next six 
months. We have absorbed the second round of wage in- 
creases. There has been no price resistance for our products 
which continue in short supply, with premiums still paid 
in second and third hands.” 
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